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THE FEDERAL RESERVE SYSTEM’S MONETARY 
POLICY IN 1931 AND 1932" 


HENRY HILGARD VILLARD 
University of Minnesota 


I 


O MATTER what monetary policy is pursued by the 
central bank, economic progress under a capitalistic sys- 
tem seems sure to be uneven, and periods of intense spec- 

ulation—such as occurred, for example, before the crashes of 1837 
and 1929—are almost certain to be followed by slackened eco- 
nomic activity.? Therefore, attempts to check recessions seem to 
me more important than attempts to prevent them entirely. Yet 
much academic discussion assumes that once the crash had oc- 
curred in 1929—for whatever reason it did occur—inevitable eco- 
nomic forces were bound to land us in the mess of 1932. Recession 
was most rapid at the end of 1931 and the beginning of 1932. The 
present article will examine whether the intensification of the rate 
of recession at that time could have been considerably prevented, 

* I am indebted to Professor James W. Angell, Lauchlin Currie, and W. Randolph 
Burgess for their comments on and criticisms of this article, but they are not in 
any way responsible for the conclusions it contains. 

?From October to December, 1929, the seasonally adjusted Federal Reserve 
index of production fell fifteen points from 118 to 103. At the end of April, 1931, the 
index was only another fifteen points lower (at 88). While this may be forcing the 
figures, it is suggestive of the close relationship between speculation and industrial 
production. 
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and thus the magnitude of the depression mitigated, by an al- 
ternative Federal Reserve policy. 

Superficially, between September, 1929, and September, 1931, 
there was remarkable stability in the Federal Reserve System. 


TABLE 1 


FACTORS AFFECTING MEMBER-BANK RESERVES 
(In Millions of Dollars) 








(1) (3) (4) (s) (6) 


Circu- serve Hold- Mone- 
lating Redis- ary, 

De- Gold 
posits Stock 





23,240 
23,320 


22,660 4,39. 
22,660 4,52 
22,230 4,503 
21,700 4,583 


21,270 4,682 
20, 510) 88 | 4,865 


20, 180) 4,958 
19,600 4,975 
19,610) 4,948 
15,700 4,447 
18,170 4,363 
18,210 4,450 


4,452 
ri 7 
4,372 
4,381 
4,273 
3,956 
3,041 
4,031 
4,140 
4,226 
4,292 
282 | 4,429 


S38 82333 


16,110 
































(1) James W. Angell, The Behavior of Money, p. 179. 
(2), (3), (4), (5), and (6) Federal Reserve Bulletin. 


(7) The sum of increases in “Other Reserve Credit” and Yn! Currency Adjusted” minus 
increases in “Non-Member Bank Deposits” and “‘Unexpended Capital Funds.” 
(8) Increases in (3) and (5) minus increases in (6) plus increases in (7). 


Member-bank reserve balances (except for November, 1929) fluc- 
tuated within a range of $130,000,000, declining on balance but 
$2,000,000. Rediscounts declined almost $700,000,000, mainly as 
a result of a $600,000,000 increase in Federal Reserve holdings of 
acceptances and securities. An inflow of gold amounting to 
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$580,000,000 more than offset increased circulation of currency 
toward the end of the period, as well as other minor unfavorable 
tendencies.? Toward the end of 1930 seasonal strain, particularly 
increased use of currency, had closed a number of weak banks, 
but all but $100,000,000 of the $330,000,000 increase in currency 
had returned to the banks by March, 1931, indicating no general 
distrust of the banking system. After March, money in circula- 
tion rose again, but at the end of August it was only just above 
what it had been at the end of 1929. “Involuntary” increases in 
member-bank reserve balances‘ amounted to $877,000,000 from 
September, 1929, to the end of July, 1931, and the fall in August 
of the latter year was due entirely to an unusual increase in non- 
member-bank deposits with the Federal Reserve System. 
Actually, the picture was much less favorable. A shift of de- 
deposits to large cities caused the amount of reserves required 
to rise.’ Moreover, there was a great increase in interbank de- 


3 See Table 1, item 7. 

4“Involuntary” changes in member-bank reserve balances are all changes in 
such balances except those that result from increases or decreases in rediscounting. 
Therefore they consist of changes in (1) the monetary gold stock; (2) money in 
circulation; (3) Federal Reserve holdings of acceptances and securities; (4) ‘“Treas- 
ury Currency Adjusted’’; (5) ‘‘Non-Member Bank Deposits”; (6) “‘Unexpended 
Capital Funds’’; and (7) ‘‘other Federal Reserve credit.” The titles of the last four 
items are taken directly from the Federal Reserve Bulletin. For a detailed discussion 
of these items and the manner in which they affect member-bank reserve balances 
see the Appendix to Lauchlin Currie’s The Supply and Control of Money in the United 
States. The way in which they are combined to give “‘involuntary’’ changes will be 
found in the footnotes to the tables here appended. 

Attention has been focused on “involuntary” changes because they sum those 
changes in reserves which result from causes clearly beyond the control of the 
member banks. This is perhaps not strictly true of acceptances, but the distinction 
does not seem to me sufficiently important to warrant complicating the analysis 
further. It is clear that sales of acceptances to the Federal Reserve System do not 
have the same effect as rediscounting, and so cannot be included in the latter. It 
follows, therefore, that unless a change in member-bank deposits is desired, the 
Federal Reserve banks must offset all such “involuntary” changes except: (1) when 
there is a change in the ratio of member-bank reserves to member-bank deposits; 
or (2) when the member banks are willing to increase their indebtedness to the Federal 
Reserve banks without decreasing their deposits. 

5 Seventy-five million dollars more reserve balances were required to support the 
same volume of deposits in the changed circumstances. This means that the number 
of cents that it was necessary to hold as reserve against each dollar of deposits 
rose by 3} per cent. 
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posits, which served to conceal the deflation that was taking place. 
Thus the System’s total of demand deposits actually rose a little 
between March, 1930, and March, 1931, but “due to banks” in 
the same period rose over a billion dollars, indicating a reduction 
of that amount in the demand deposits held by the general public. 
Between June and September, 1931, “due to banks’’ fell substan- 
tially, but the previous rise of such deposits had concealed what 
was happening. For by June, 1931, total demand deposits of the 
Federal Reserve System had apparently fallen only $700,000,000 
from the amount existing in September, 1929; yet all demand de- 
posits in the hands of the general public declined $2,730,000,000 in 
the same period.® 

Beginning in September, 1931, the situation changed radically. 
England’s departure from the gold standard in that month re- 
versed the previous movement of gold to this country and caused a 
heavy loss of gold in October. The outflow was almost offset by an 
increase in open-market holdings of acceptances and securities dur- 
ing the period. But an increase in money in circulation caused 
a net “involuntary” reduction in the reserve balances of member 
banks of over $400,000,000. This was met by an increase of 
$333,000,000 in rediscounts, as banks faced an unchanged volume 
of deposits. A rise in the discount rate at the New York Federal 
Reserve Bank, from 1} per cent on October 8 to 3} per cent on 
October 16, aided in checking the outflow of gold; in fact in No- 
vember and December there was a slight net inflow. But the de- 
flationary increase of currency in circulation’ continued, and dur- 


6 See James W. Angell’s The Behavior of Money, p. 179. I am using his figure for 
“circulating deposits” as equivalent to demand deposits in the hands of the general 
public. 

7 Increases of currency in circulation, of course, inflate the currency, but tend to 
deflate deposits to an amount up to ten times the increase of currency. This as- 
sumes: (1) that the diminution in reserves resulting from the increase in currency 
is not offset; and (2) that there was no change in the ratio of member-bank reserve 
balances to member-bank deposits. In actual fact, there was a reduction of $76,000,- 
o20 in the excess reserves of the System between September, 1931, and February, 
1932, causing the ratio of all member-bank reserve balances (i.e., reserves against 
both time and demand deposits, because reserves against demand deposits alone are 
not available) to member-bank demand deposits to drop from 13.31 to 12.89. 
Had no such excess reserves existed in September, member-bank demand deposits 
would have been reduced by perhaps $600,000,000 more than the actual decline of 
$2,736,000,000 which took place between September and February. 
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ing the same period the Federal Reserve System’s holdings of ac- 
ceptances and securities were reduced by somewhat over $300,- 
000,000. The net effect, therefore, was an “involuntary” reduc- 
tion of member-bank reserve balances during November and De- 
cember of $350,000,000, despite minor favorable tendencies.* The 
increase of rediscounts amounted to only $160,000,000 during 
this period, so that reserve balances declined $190,000,000, in 
addition to a decline of $75,000,000 in October. 

In January and February, 1932, the normal seasonal return of 
currency to the banks failed to materialize, gold again flowed out 
on balance, and the Reserve System’s holdings of acceptances 
were allowed to run off. Gold stocks were reduced by $65,000,000 
and acceptances were reduced by another $220,000,000 in these 
two months, so that there was a further “involuntary” reduction 
in member-bank balances of about $235,000,000. Rediscounts 
rose by only $75,000,000, so that reserve balances were reduced 
by an additional $160,000,000. 

Summarizing the entire period between September, 1931, and 
February, 1932, we find that by the end of the period the gold 
stock had decreased by $560,000,000, currency in circulation had 
increased by almost $500,000,000, and (the Reserve) holdings of 
acceptances and securities were $100,000,000 less than they had 
been in September and $525,000,000 less than they had been in 
October. As a result, and despite minor favorable tendencies, 
there was an “involuntary” reduction in member-bank reserve 
balances of almost $1,000,000,000. An increase of rediscounts 
amounting to about $570,000,000 made the decline in actual 
balances amount to about $425,000,000. 

As could be expected when excess reserves were very small, the 
result of the reduction in reserve balances was one of the most 
violent deflations in our banking history. Demand deposits de- 
clined $2,730,000,000 between September, 1931, and February, 
1932, or by almost 14 per cent of the September total. The total 
decrease over the twenty-seven months from the peak in Novem- 
ber, 1929, to February, 1932, was $7,120,000,000; 38 per cent of 
this decrease took place in the five months from September, 1931, 

* See Table 1, item 7. * See above, footnote 7. 
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to February, 1932." Bond prices, which had risen from their 1929 
average of 96 to 100 by March, 1931, declined from 96 in Septem- 
ber, 1931, to 80 in February, 1932." Net bank suspensions, which 
averaged 100 per month for 1930 as a whole, averaged 320 per 
month between September, 1931, and February, 1932. Sus- 
pensions were 500 in October, 1931, when the bond index dropped 
six points, and were 650 between November, 1931, and January, 
1932, when the bond index dropped a further eight points. Pro- 
duction was not so drastically affected at once, but the adjusted 
Reserve index of production fell from 76 in September, 1931, to 
69 in February, 1932, and then ten more points to 59 the follow- 
ing June. 
II 


If we now turn to matters of policy, it is my opinion that the 
somewhat concealed deflation of deposits which took place before 
September, 1931, necessitated more positive action than any 
taken by the Reserve System during the period, and that when 
the index of production began to fall around June, 1931, large 
open-market purchases were called for, even if they necessitated 


either suspension of the reserve requirements of the Federal Re- 
serve banks or leaving the gold standard. Neither of these possi- 
bilities will be discussed here; instead I shall assume that the 
Federal Reserve System considered maintenance of its reserve re- 
quirements and the goid standard more important than such addi- 
tional ability to cope with the deflation as would have been given 
the System by failure to remain on gold.” This assumption is 
made, not because going off gold was undesirable at the time but 
because this article contends that a considerable portion of the 
subsequent deflation could have been avoided without this more 
controversial step. I shall take it for granted that, after two years 

% In the month of November, 1920, according to Angell, op. cit., p. 178, demand 
deposits dropped $1,270,000,0c0, but the decline over the five months following 
September, 1931, was greater than over the five months following October, 1920. 
The estimates of demand deposits in the text are from Angell. 

™ Standard Statistics Co.’s index of sixty high-grade bonds. 

™ The reasonableness of this assumption is confirmed by the fact that there is 
no evidence available that the Reserve System ever considered suspending its 
reserve requirements. 


- 
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of recession, any intensification of the deflationary process for 
reasons of a purely monetary nature was highly undesirable. 
Finally, I shall assume that passage of the Glass-Steagall Act" 
could not have been secured more rapidly than it was. Therefore, 
in the ensuing discussion the Reserve System will] not be criticized 
for failing to take action which would have endangered the gold 
standard. Instead we must consider whether the System could 
have pursued any policy within the existing limits imposed by the 
gold standard and still have mitigated the depression. 

The Reserve System’s actual policy can be defended as follows: 
It would have been desirable to reduce member-bank borrowing 
toward the end of 1931, but this could have been done only if the 
Reserve System had had the power to buy government securities 
in large amounts. Government securities, however, could not be 
pledged as collateral for Federal Reserve notes. Therefore, large 
purchases of government securities would have resulted, because 
of the well-known desire of member banks to remain out of debt 
to the Reserve System, in a decrease of borrowing and an in- 
creased holding of acceptances by the member banks. This in turn 
would have left inadequate collateral for Federal Reserve notes, 
forcing the Reserve System to offer gold as backing for the cur- 
rency in excess of the legal minimum and so imperiling the gold 
standard. The pressure of member-bank borrowing might have 
been relieved somewhat if the Reserve System had been able to 
maintain in its portfolio larger amounts of acceptances. Through- 
out the period the System showed its willingness to buy acceptances 
by keeping its buying rate on them at levels substantially under 
the discount rate. But the conditions of the market were such 
that no bills were offered, because the New York City banks— 
which alone had bills to sell—were out of debt to the New York 
Federal Reserve Bank by November, 1931, and therefore under 
no incentive to sell. Such is the defense. 


*3 The Glass-Steagall Act, which became law on February 27, 1932, provided 
that government bonds could be used as backing for Federal Reserve notes (up to 
60 per cent of their value). Previously only “eligible” paper and gold had been 
available. Hence passage of this Act substantially increased the “‘free gold”’ of the 
Reserve System, and so, if it had been passed earlier, would have made mitigation 
of the deflation far easier than in the actual circumstances considered in this article. 
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In reply, it is undeniable that large open-market purchases of 
securities before the passage of the Glass-Steagall Act in Febru- 
ary, 1932, would have put a strain on the gold reserves of the 
Federal Reserve System, but it is not clear that it was impossible 
for the System to maintain its acceptance portfolio. Between Oc- 
tober, 1931, and February, 1932, the reduction in the System’s 
holding of “bills bought” was $541,000,000. Holdings of govern- 
ment securities increased by only $10,000,000 in the same period. 
Hence, the reduction in “bills bought” was the main source of 
the pressure upon the member banks to deflate. Moreover, from 
Table 2 it appears that there was an adequate supply of accept- 
ances in existence. Had the Reserve System’s holdings been in- 
creased from 62 per cent of the total outstanding at the end of 
October, 1931, to just over 70 per cent of the total at the end of 
February, 1932, the absolute level of its holdings would have been 
unchanged." 

Holding of acceptances by the Reserve banks rose from 
$70,000,000 at the end of August, 1931, to $420,000,000 at the end 
of September. During this period there was no increase in borrow- 
ing by the New York City member banks at the New York Re- 
serve Bank. If we shift to a weekly basis from then on, as in 
Table 3, we find that “‘bills bought’’s rose from $458,000,000 on 
October 3 to $745,000,000 on October 17—an increase of $287,- 
000,000o—while New York City banks borrowed $120,000,000 
from the Reserve. In the three following weeks “bills bought”’ 
dropped by $100,000,000 and New York City member-bank in- 

4 It is necessary to use two series in discussing the acceptance situation. One of 
these is for “‘bills bought,”’ which are part of the Reserve holdings of acceptances and 
securities, as reported in Table 1 and previously used in this article. They include 
some acceptances payable abroad, which the Reserve does not include in its figures 
for acceptances alone. Moreover, in this article they always are averages of the 
daily figures. Acceptances, on the other hand, when used alone in this article (and 
not as a part of Reserve holdings of acceptances and securities), will always exclude 
acceptances payable abroad and will be figures for the end of the month only. Use 
of month-end figures is necessary because only monthly figures are available for the 
total volume of acceptances outstanding and also because they better indicate 
changes between specific dates. Both series will be found in Table 2. 

8 Only figure available on a weekly basis. The decline in bills bought between 
September 30 and October 3 may reflect mainly a decline in acceptances payable 
abroad, which fell $15,000,000 in September, and then remained practically con- 
stant until May. 
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debtedness did likewise. At the end of November acceptances 
held had declined to $418,000,000; at the end of December they 
had fallen to $305,000,000. It can be argued in defense of the 


TABLE 2 


FEDERAL RESERVE HOLDING OF ACCEPTANCES AND 
CERTAIN PRODUCTION INDICES 


(Figures containing Dollars are in Millions) 








ACCEPTANCES Propuction Inpices 








(x) (2) (3) (s) (6) (7) 
Held by 


Federal 
Held by 
Total Federal Reserve 


Total 

standing! RE |ei0s cq, Held by 
System : nd-| Federal 

— Reserve 
ents 


Percent- 
age of 





1,228 243 79 80 
1,090 228 135 78 
996 100 259 77 
1,040 99 692 75 
1,002 126 560 72 
974 251 340 68 


961 314 221 71 
919 312 151 71 
git 335 105 68 
879 292 52 64 
787 183 , 41 61 
747 98 50 59 





























(1), (2), and (3) Federal Reserve Bulletin, August, 1932, p. 491. Figures are for 
the end of the month. 

(4) Ibid., p. 484. Average of the daily figures. 

(5) and (6) Federal Reserve indices (ibid., September, 1933, p. 585). 

(7) “Quarterly Index of Production,” Monthly Bull. (London & Cambridge Eco- 
nomic Service), January 23, 1936, p. 16. 


Reserve System that these figures confirm the thesis that accept- 
ances were dumped on the Reserve to prevent borrowing, and 
that the balances which subsequently flowed into New York City” 


%6 System rediscounting did not reach its peak until February, but New York City 
banks were practically out of debt by November and remained so except during the 
year-end stringency. This seems to indicate a shift in balances to New York City 
during the period under discussion. 
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were first used to reduce borrowing and then to reacquire the New 


York banks’ normal portfolio of acceptances. 


We find, however, that while the portfolio of the New York 
Reserve Bank was being built up, its buying rate on acceptances 


TABLE 3 
WEEKLY RATES ON ACCEPTANCES* 
(Figures containing Dollars are in Millions) 








RATES 
ON Nivety-Day Prme 
BANKERS’ ACCEPTANCES 
Oren |Feperat Reserve Buyinc 


MeEMBER-BANK 
BoRROWINGS AT 
FEDERAL RESERVE 





New 
York 
City 





1-1} ort 25) 


14-13 (Oct. 9) 
stash et. 13-16) 
3 


23-3 (Feb. 26) 























* Federal Reserve Bulletins. 


was at, or below, the market rate. It was at the market rate until 
around October 16, and below it thereafter until November 7. By 
November 14, however, the buying rate was one-eighth to one- 
fourth above the market rate and remained above for the rest of 
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the period in question. The correlation between a buying rate be- 
low the market rate and increased holdings of acceptances by the 
Reserve System is not perfect, because “bills bought” declined 
during two weeks (those ending on October 31 and November 7) in 
which the Reserve buying rate was below the market rate. But 
maintenance of the buying rate above the market rate must have 
been largely responsible for the subsequent steady decline. In any 
case, the fact that the buying rate was three-eighths of 1 per cent 
below the discount rate is unimportant and does not show that the 
Reserve System was trying to maintain its acceptance portfolio. 
This is true, first, because as a general policy over the entire period 
since the war, the System had usually maintained the buying rate 
below the discount rate; and, second, because the volume of ac- 
ceptances that the Reserve System receives is certainly deter- 
mined mainly by a comparison between its buying rate and that 
at which acceptances can be placed in the open market. 

It is impossible to say exactly how low the buying rate would 
have had to be pushed to have maintained the Reserve portfolio. 
In general, the fact that the market rate on acceptances has tend- 
ed for considerable periods to remain below the discount rate by 
roughly 3 of 1 per cent would indicate that banks are generally 
willing, in order to hold acceptances, to forego earning that 
amount (by selling the acceptances and relending the proceeds to 
those banks which are in debt). In the fall of 1931, the general 
uncertainty plus the fact that most debtor banks were in the in- 
terior would have strengthened the reluctance of the New York 
City banks to engage in this sort of arbitrage. On the other hand, 
the fact that rediscounting did take place shows that banks in 
need of reserves did possess eligible paper at least equal to the 
amount they borrowed from the Reserve System. This paper they 
could have offered the New York banks as collateral. Moreover, 
the Federal Reserve Bulletin states that the supply of collateral at 
that time was both ample and fairly well distributed.*’ It there- 
fore seems almost impossible to believe that, had the difference 
between the two rates been 1 or 13 per cent, the New York banks 
would not have sold their acceptances to the New York Reserve 

17 See Federal Reserve Bulletin, March, 1932, p. 142. 
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Bank and have reloaned the proceeds to the interior banks at a 
rate somewhat below the existing discount rate. 

Moreover, even if the New York City banks had not wished 
to lend to interior banks, there were other uses to be made of re- 
serve funds. Had the Reserve buying rate on acceptances fallen 
to a level much below the rate on short-term governmental debt, 
for example, the New York City banks would have had a strong 
incentive to replace their holdings of acceptances by short-term 
government debt, because these two rates have moved in very 
close agreement in the past. Purchases of short-term government 
debt would also have strengthened the market for all govern- 
ment securities, and this in turn would have made it easier for in- 
terior banks to sell such bonds, thus transferring balances to 
where they were most needed. In general, one must at least con- 
clude that the failure of the Reserve System to reduce its buying 
rate below the market rate shows that the System made no at- 
tempt whatever to maintain its acceptance portfolio by experi- 
mentation along the lines suggested above. 

One more serious objection remains. It may be argued that 
even if the Reserve System had maintained its acceptance port- 
folio, it would not have relieved the situation because it would 
have induced the Bank of France to withdraw short-term balances 
precipitously, both because in general the Bank of France favored 
deflation and specifically because a substantial portion of total 
acceptances was held by the Reserve System for foreign corre- 
spondents,"* presumably mainly the Bank of France. Such hold- 
ings had fallen from over $400,000,000 earlier in the year to about 
$100,000,000 in September and October, 1931. But by the follow- 
ing January and February they were over $300,000,000, falling 
again to $100,000,000 in June, as gold again moved out. There- 
fore, if the Reserve System had held 70 per cent of the total of 
acceptances outstanding in February, only $272,000,000 would 
have been available to foreign central banks, as against $312,- 
000,000 which they actually acquired. How large a withdrawal 
of gold would both the lack of acceptances and the easier credit 
situation have caused? 


*8T am indebted to Norris Johnson of the Federal Reserve Bank of New York 
for pointing this out to me. 
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To this there is no conclusive answer, because we can only guess 
how the Bank of France would have reacted to a different Federal 
Reserve policy. In general, the Bank of France was certainly com- 
mitted to the most orthodox of deflationary policies, and it is 
quite possible to argue that the cessation of the outflow of gold 
that took place in November and December only occurred be- 
cause the Bank of France was convinced that the Reserve System 
was determined to protect the gold standard at whatever cost in 
terms of deflation. Any change of Reserve policy in the direction 
of mitigating the severity of the deflation might have caused 
France to reduce her balances, and so perhaps defeated the pur- 
pose for which it was undertaken. But the very orthodoxy of the 
Bank of France would have caused it to be particularly concerned 
with the discount rate and the open-market policy to the exclu- 
sion of the acceptance situation. It is quite possible, therefore, 
that if the discount rate and open-market policy had been kept at 
a level high enough to appear conservative to the Bank of France, 
maintenance of the acceptance portfolio might not have upset the 
French. (Such a conservative policy would have, in fact, tended 
to increase the volume of acceptances going to the Reserve banks, 
if the buying rate on acceptances had been kept low. For there 
then would have been unusual profit in selling low-yield accept- 
ances to the Reserve banks and replacing them with other assets 
whose yield had risen in conformity with the conservatively high 
discount rate.) The Reserve System could have pointed out to 
the Bank of France, had the question arisen, that this particular 
acceptance policy was forced on the System by archaic laws, and 
was designed only to protect the System’s margin of free gold— 
an objective certainly sound enough to have the blessing of the 
French. As shown in Table 4, the reduction of free gold that took 
place in August and September, 1931, was reversed in October, 
due entirely to the tremendous increase in the Reserve holding of 
acceptances. From then on the reduction in acceptances was 
greater than the increase in rediscounting. As a result, there was 
a net decline in Reserve holdings of paper available as backing 
for the currency, forcing the System to back the currency with an 
amount of gold much in excess of that required by the legal mini- 
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mum. This caused a steady reduction in the amount of free gold 
(except in January, 1932). Hence, the relationship between ac- 
ceptances and free gold should have been clear even to the Bank 
of France, so that the Bank might have been satisfied and willing 


TABLE 4 


FACTORS AFFECTING FREE GOLD 
(In Millions of Dollars) 








(1) (2) (3) (4) 
FEDERAL 


Pusenat MEMBER RESERVE 
RESERVE | Exicrare 
BANK 


Bank 
Notes PAPER 
Deposits RESERVES 
(Torat) 


(Tota) 





2,180 | 2,527 3,597 
2,343 2,632 3,619 656 
2,522 | 2,506 3,301 578 
2,746 | 2,380 2,903 606 
2,773 | 2,252 3,080 571 
2,926 | 2,125 3,158 357 


2,923 | 2,003 3,169 469 
2,912 | 1,937 3,140 397 
2,817 | 2,012 3,235 348 
2,774 | 2,225 3,213 


194 
2,765 | 2,240 2,987 | —101 (+104) 
3,028 | 2,028 453 | 2,777 | —531 (+104) 























(1), (2), (3), and (4) are all taken from Federal Reserve Bulletins. Figures are for 
the end of the month. 

(5) equals (4) minus [o — (3) + — (2) + — @]. See ibid., March, 1932. In 
May and June, 1932, the negative figures are for free gold calculated without in- 
cluding governments used as collateral, while the figures in parentheses include 
such governments. 

(6) Government securities used as collateral against the note issue as provided in 
the Glass-Steagall Act which became law on Feb. 27, 1932, and was first used on 


May 5, 1932. 


to prevent the withdrawal of substantial additional balances, at 
least until the passage of the Glass-Steagall Act. 

What would have been the effect of the small volume of ac- 
ceptances and their comparatively low yield, caused by the Re- 
serve’s effort to maintain its portfolio? Central banks rarely hold 
abroad any other asset than acceptances (except for gold), so 
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that it is quite possible that the Bank of France might have ac- 
quired some gold. But it does not seem likely that the low yield 
in and of itself would have caused French balances to be with- 
drawn, because opportunities for investment of central-bank 
funds were clearly limited at that time, in view of the departure of 
England from the gold standard and the German stand-still agree- 
ments. In general, it does not seem impossible that the Bank of 
France could have been persuaded to leave its balances in America 
until after the passage of the Glass-Steagall Act, if the acceptance 
policy had been presented to them as designed to protect free gold 
rather than as an alleviation of the deflation. It is perhaps worth 
recalling that it was not until May, 1932, that the stock of mone- 
tary gold in America fell below the level it had been in December, 
1929; that the lowest point to which it fell was only $400,000,000 
below that level; and that after net open-market purchases 
amounting to $812,000,000 in May, June, and July, 1932, gold 
stocks in December, 1932, were larger than they had been in 
December, 1929. 

But let us suppose that the Bank of France had refused to keep 
its balances here until the end of February, 1932. Even if the ac- 
ceptance policy here suggested had caused all the balances that 
were withdrawn as a result of the subsequent open-market pur- 
chases to be withdrawn before the end of February, it would still 
have added $130,000,000 to member-bank reserve balances.” 
This, in turn, would have rendered far more effective whatever 
open-market purchases were made in March. For withdrawal of 
some French balances in gold was ultimately inevitable unless 
the Reserve System was to follow for an indefinite period the de- 
flationary policy of the French. An acceptance policy which add- 
ed nothing to member-bank reserve balances would nevertheless 
have done some good if it allowed the Reserve System to be com- 
placent about the withdrawal of French balances in gold. 

It does not seem necessary, however, to push this analysis 

** The monetary gold stock was $4,384,000,000 in February, 1932, and $3,941,- 
020,000 in July, 1932, the lowest point. The difference—$443,000,000—sub- 


tracted from the suggested $571,000,000 increase in acceptances leaves roughly 
$130,000,000. 
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further until evidence is forthcoming that the Reserve authorities 
were thinking along these lines at the time. What little evidence 
there is would seem to indicate the exact opposite. After the 
Glass-Steagall Act had gone into effect on the twenty-seventh of 
February, 1932, the Reserve authorities took no action which re- 
quired use of the powers given by the Act (which at least tempo- 
rarily ended the worry over free gold). Although there was an 
inflow of gold in March, the System increased its holding of ac- 
ceptances and securities by a mere $20,000,000 in March and by 
only $150,000,000 in April. So slow was the rate of purchase that 
the provisions of the Act were not utilized until May 5—almost 
ten weeks after it had gone into effect. From this it seems only 
fair to conclude that the Reserve System was not aware until May 
of the damage which was being done by the continuing deflation. 
In any event, it seems clear from the failure immediately to utilize 
the powers of the Glass-Steagall Act that the authorities, previous 
to the passage of the Act, were not solely restrained by fear of 
inadequate free gold resulting from expansionary actions on their 


part. 
Ill 


What would have been the effect of a successful acceptance 
policy along the lines here indicated? Let us suppose that the Re- 
serve System had been able to hold the same volume of accept- 
ances at the end of February, 1932, as were actually held at the 
end of October, 1931, and that there was no increased withdrawal 
of gold. As already pointed out, this would have involved raising 
the percentage held by the Reserve System of the total accept- 
ances outstanding from 62 per cent at the end of October, 1931, to 
just over 70 per cent at the end of February, 1932. But this small 
percentage increase would have meant an actual increase of 
$571,000,000 over the amount actually held at the end of Febru- 
ary. This amount almost exactly equals the increase in redis- 
counts between September, 1931, and February, 1932, so that a 
successful acceptance policy would have done one of two things: 
it would either have maintained rediscounting at the amount it 
was in September ($280,000,000) while reserve balances declined 
$430,000,000; or it would have allowed reserve balances to have 
remained unchanged with an increase in rediscounting of only 
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$430,000,000, which would have brought the total of rediscounts 
to just over $700,000,000 instead of the $850,000,000 actually 
attained. 

These figures, of course, are mainly illustrative of the magni- 
tudes involved, and would have been lessened by the amount of 
any additional gold outflow. Nor would a successful acceptance 
policy in itself have been adequate. In view of the generally un- 
favorable business outlook, $700,000,000 of rediscounts main- 
tained over the four-month period from October, 1931, to Febru- 
ary, 1932, would alone have been a powerful deflationary in- 
fluence. Banks had been willing to maintain around $1,000,- 
000,000 of rediscounts in prosperous periods such as 1929, when 
the demand for loans was great, but a fraction of any such amount 
would have accelerated the recession in the less profitable condi- 
tions prevailing in 1931. For, as Currie has pointed out,?° the sen- 
sitivity of member banks to indebtedness at the Reserve varies 
with the business cycle, decreasing in good times, such as 1929, 
and increasing in bad times, such as 1931. 

There was little that the Reserve System could have done pre- 
vious to the passage of the Glass-Steagall Act on February 27, 
1932, that would not have further reduced its margin of free gold. 
But in March, 1932, the situation was very favorable to expan- 
sionary action by the System. There was an “involuntary” in- 
crease of member-bank reserve balances of $125,000,000, of which 
only $20,000,000 resulted from an increase in Reserve holdings of 
acceptances and securities. In April and May, however, the Re- 
serve System did purchase an additional $540,000,000 of se- 
curities. Had these purchases all been made in March, as they 
could have been, and had the holdings of acceptances not been re- 
duced, the entire “involuntary” reduction of member-bank re- 
serve balances since September would have been wiped out and 
either reserve balances would have been increased or rediscount- 
ing would have been reduced by an additional $100,000,000. 

These figures, of course, assume that other factors in the situa- 
tion would not have been seriously altered by substantial open- 
market purchases in March. In fact, the outward movement of 
gold would probably have taken place sooner, but that movement 


7° Op. cit., pp. 96 and 97. 





738 HENRY HILGARD VILLARD 


was only $100,000,000 in May and was practically offset by addi- 
tional purchases in June. It is not impossible, moreover, that if 
the acceptance portfolio had been maintained, less gold would 
have been withdrawn over the entire period. For there would 
have been less need for open-market purchases, as less lost ground 
would have had to have been recovered, and purchases would not 
have come as a complete reversal of the previous trend. Also any 
withdrawals before February caused by the acceptance policy 
would surely have decreased the amount of gold removed there- 
after. But even if the Bank of France had agreed to hold off its 
withdrawals only until March, 1932, in view of the fact that the 
stock of gold was higher in December, 1932, than it had been in 
February, 1932, it seems certain that the Reserve System could 
both have met additional withdrawals and have eliminated the 
“{nvoluntary” reduction in member-bank reserve balances, if not 
by the end of March, at least by the end of April, 1932. Actually 
it was not until November that this was accomplished. 

Further, it was the increased hoarding of currency, starting in 
June, which was mainly responsible, in addition to the flow of 
gold, for nullifying the effect of the increased purchases of se- 
curities in June and July. But it seems likely that had the meas- 
ures here suggested been put through earlier, hoarding would have 
been much smaller. For hoarding was mainly caused by fear for 
the safety of the banks; and perhaps the most important cause 
of this fear was banks’ losses on their bond portfolios. The bond 
index declined nine points between March and June after a six- 
teen-point fall between September and February. March open- 
market purchases might have largely eliminated, if they did not 
entirely eliminate, the former fall, while maintenance of the 
acceptance portfolio would have mitigated the latter to a major 
extent. 

I do not mean to suggest by this analysis that larger acceptance 
holdings and suvstantial open-market purchases in March would 
alone have prevented any further contraction; but certainly they 
would have removed the need for much of the tremendous mone- 
tary contraction in this country that followed England’s depar- 
ture from the gold standard. That event did not so much improve 
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the English trade balance as it did make possible an easy internal 
credit situation in England. Is it not at least suggestive, then, 
that with easy credit England’s index of production™ rose from 
eighty-one in September, 1931, to ninety-one in March, 1932, 
while with intense deflation America’s index” fell from seventy- 
six to sixty-seven during the same period? 


IV 


In summary, this article has sought to establish: (1) that ex- 
ports of gold and increases of currency in circulation were the 
main factors responsible for an “involuntary” reduction of mem- 
ber-bank reserve balances amounting to almost $1,000,000,000 
between September, 1931, and February, 1932; (2) that had the 
Reserve holdings of acceptances been maintained at the level at- 
tained at the end of October, 1931, $50,000,000 of this reduction 
would never have taken place unless more gold had gone abroad; 
(3) that if the Reserve System had purchased in March, 1932, 
those securities which it did purchase in April and May of the 
same year, the “involuntary” reduction in reserve balances since 
September, 1931, would have been wiped out at the end of March, 
1932, and $100,000,000 would have been available either to reduce 
rediscounts or to increase balances, other things being unchanged; 
(4) that the Reserve System could probably both have mainte‘ned 
its acceptance portfolio and have made substantial additio:.s to 
its holdings of acceptances and securities in March, 1932, and (5) 
that at the very worst it seems likely that resulting additional gold 
outflow would not have completely invalidated the acceptance 
policy and, if the gold outflow had been postponed until March, 
1932, it would have only delayed the effectiveness of the open- 
market purchases. 

In writing this I have not wished to criticize the Federal Re- 
serve authorities unduly. It is bound to be difficult, in a democra- 
cy which will not allow highly centralized control of banking mat- 
ters, to take decisive action promptly. Rather this paper has been 
written in the hope that a clear demonstration of a mistake in the 
past will prevent a repetition in the future and will reduce the 
perhaps inevitable delay before action can be taken. 


* See Table 2. = Ibid. 
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INTRODUCTION 
_— any proposition may be proved by making the 


proper assumptions; hence the evaluation of any such 
proposition depends not upon the logical demonstration 
but upon the relevancy or irrelevancy of the underlying assump- 
tions. A case in point is the marginal-productivity theory. With- 
out doubt the theory may be proved for certain specific condi- 
tions; but, since such conditions need not always be fulfilled, they 
necessarily limit the application of the productivity principle; and 
as the productivity principle is extended to practical problems it 
becomes increasingly important to bear such limitations in mind. 
The eventual purpose of this paper is a discussion of Professor 
Douglas’ The Theory of Wages. There is, however, no virtue in 
attempting such a discussion without laying some sort of theoreti- 
cal background. Therefore, the first task will be briefly to sum- 
marize the mathematical treatment of marginal productivity. 
There is no need to develop the treatment at length; enough has 
already been written to provide much exhaustive discussion. It 
will be sufficient merely to sketch the pertinent analysis, with a 
view to cataloguing clearly all the necessary conditions and as- 
sumptions upon which marginal-productivity analysis rests. 


THE MATHEMATICAL THEORY OF PRODUCTIVITY 


Underlying all mathematical analysis of production is the as- 
sumption that production may be expressed as some sort of a 
mathematical function of the various contributing factors. The 
first condition necessary for marginal analysis is that the produc- 
tion function shall have derivatives. This condition rests partially 

740 
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upon the possibility of infinitesimal analysis—minute divisibility 
of all factors. Otherwise the production function will be discon- 
tinuous. It will then be necessary to consider marginal produc- 
tivity as a difference quotient without any specific limit, but in 
this case the analysis will be devoid of any great exactitude. 

A second important condition for marginal analysis was pointed 
out by Pareto—substitutability. Only when the decrease in the 
quantity of one factor may be compensated by an increase in the 
quantities of other factors may the marginal analysis be used. 
Pareto showed that only a certain amount of iron may be ex- 
tracted from a given amount of iron ore; that a definite amount of 
floor space is required for drying a given amount of silk.* Any 
deficiency in either floor space or iron ore cannot be compensated 
by substituting other factors; in all such cases the productivity 
analysis is decidedly inappropriate.’ 

Perhaps one reservation should be made. Even in the example 
of the iron ore there is a slight possibility of substitution. By no 
known means is the extraction of iron from its ore 100 per cent 
efficient. Consequently there is always a slight possibility of in- 


creasing iron production without increasing the quantity of ore. 
This, however, is a rather academic point, for such changes in 
production are generally too small to have any economic sig- 
nificance. 


* See Pareto, Cours d’économie politique (Lausanne, 1896), I, 81 ff.; and Manuel 
d’économie politique (Paris, 1909), pp. 631 ff. Cf. Henry Schultz, ‘‘Marginal Pro- 
ductivity and the General Pricing Process,’’ Journal of Political Economy, XXXVII 
(October, 1929), 517 ff. 

? This point may be shown analytically as follows: 

Suppose that P = F(a, b, c,....) where P is the product and a, b, ¢c,.... 
are contributing factors. The total differential of F(a, b,c, . . . .) is 

dP = Fada & Fedb + Fede + 
From it the increment of product corresponding to an increment of any factor may 
be readily determined, provided all factors are substitutable. If, however, all factors 
are not substitutable—suppose for example that a = g(b)—there will be trouble. 
In this case 
dP = Fag'(b)db + Fodb + Fede + 

Here there is no possibility of imputing any part of the product to the action of a 
alone or of 6} alone; it is only possible to impute a joint product to the joint action of 
a and b. 
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The two conditions, divisibility and substitutability, may not 
be entirely realistic, but in general they will be assumed without 
comment in the subsequent analysis. This point must be kept in 
mind. 

Distribution in accordance with the marginal productivity 
principle will be expressed by the following relation :3 


P= F(a,b,c,....) = @Fa+ bFx+cF.+..... (1) 


For the present it is to be understood that equation (1) refers to a 
single firm; that the product P is a physical product—even better, 
a single article; and that the factors are specific goods and serv- 
ices. In the case where the product is a combination of several 
articles, it is assumed that the firm may be considered as a 
number of independent units producing one article each. 

Equation (1) may be handled in one of two ways. In the first 
place it may be considered as an identity—an equation which 
holds for all values of a, 8, ¢, That this be the case, it is 
both necessary and sufficient, according to Euler’s theorem, that 
F(a, 6, c,....) be a homogeneous linear function—a function 
such that a given percentage increase of all the productive factors 
will result in the same percentage increase in the product. Such 
a function denotes a state of constant returns existing for all 
values of a, b, c, . . . .—a state of “universal” constant returns. 
There is an important corollary to this condition: technical meth- 
ods of production will not be affected by the size of the output. 

If homogeneous linear production, universal constant returns, 
and unchanging technique of production are considered too un- 
realistic, there is another way of handling equation (1). This 
method entails assuming that vigorous competition will reduce 
per-unit cost of production to a minimum; for, under perfect 
competition, selling price will not exceed minimum cost, and only 
those firms with minimum costs will be able to survive. When all 
firms are so affected there exists a Walrasian state of general 
equilibrium, in which equation (1) must be valid. 


ae 
3 Fa signifies 30° 
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Suppose that for any given firm‘ 
P = F(a, b,c,....). 
Total cost of production is given by 
C = aa’ + bb’ + cc’ +...., 


where a’, b’, c’,... . are the prices of the factors a, 3, c, 
Per-unit cost is given by the formula 


C = (aa + bb’ cc’ +... .)5. 


The state of minimum per-unit cost—if such minimum really 
exists—is reached only on condition that the derivatives 8C/da, 
dC /ab, AC /adc,.... are all zero.s At this point 


The sum of the right-hand equations reduces to equation (1) thus: 


I 


Fat Wit chat....s(e+W+at...)n=P. 


This signifies that minimum cost is achieved when entrepreneurs 
succeed in equating marginal productivity and price, and at this 
point the total product will be exactly distributed among the 
contributing factors. Thus the theory of marginal productivity 
may be proved from the assumption that costs are minimum. 
There is no assumption of a homogeneous linear function, nor is 


4Cf. J. R. Hicks, The Theory of Wages (London, 1932), Appendix, pp. 236 ff. 
5 This condition is necessary, but not sufficient, fora minimum. If marginal costs 
are forever decreasing even this condition will not be satisfied. 
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such a function in any way implied. There is no assumption of 
constant returns; but constant returns are implied, for it may 
be easily shown that equation (1) always suggests constant re- 
turns.® 

It may be worth while to digress and show how firms are forced 
into the state of constant returns and minimum cost. One has 
only to assume that as a firm expands it passes from a state of 
increasing returns to a state of decreasing returns. In a state of 
increasing returns the total product will be less than the sum of 
the marginal products (P < aF, + 6F, + cF. + ... .); distribu- 
tion cannot accord with the productivity principle except at a loss. 
However, no firm will long remain in a state of increasing returns; 
it will be profitable to expand until returns begin to decrease. 
With decreasing returns the total product will exceed the sum of 
the marginal products (P > aF, + ODF, + cF. +... .); the en- 
tire product may now be dispensed, and there will even remain a 
surplus or profit. However, under perfect competition, no firm 
will long remain in a state of decreasing returns; it will be outbid 
and undersold by more efficient firms; it will be forced to restrict 
its size or go out of business.’ 

This analysis suggests that for each firm there is a certain 
optimum size; that a firm will find it profitable to expand until 
this size is reached; and that it will be unable to expand farther. 
When the optimum size is small, there will be a large number of 
vigorously competing firms; but when the optimum size is large 
and when increasing returns indefinitely prevail, perfect competi- 
tion will no longer exist. With a few large firms there will be a case 
of oligopoly. With indefinitely increasing returns, there will be no 
competition whatsoever. Firms would find it profitable to expand 


‘If P = F(am, bm, cm, . . . .), a state of constant returns may be defined by the 
condition that 
dP/dm = F(am, bm, cm, ....,) for the point m = 1. 
Then 
dP/dm = aFa+ bFo+cFe + .... = F form = 1. 
7 Cf. Knut Wicksell, Lectures on Political Economy (New York, 1934), I, 129 ff.; 
also Joan Robinson, ‘‘Euler’s Theorem and the Problem of Distribution,’’ Economic 
Journal, XLIV (September, 1934), 406-0. 
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output indefinitely, for costs would continually decrease. With 
many firms expanding, the market would eventually be glutted 
and price would fall faster than costs. Competing firms would 
have to combine or face bankruptcy. 

With the supposition that all firms are operating in a state of 
constant returns and minimum cost, a complete theory of the 
general equilibrium may be constructed. If there are m firms and 
n factors of production, there will be mn equations of the form 


Fe==s; 


and there will be m more equations of the type 
ith tbt+.... tn = B 


which express the fact that the sums of the amounts of the factors 
employed by each firm equal the total amounts of the factors 
available. There are then m(m + 1) equations. Since the prices 
of the factors a’, b’, c’,. . . . are the same for all firms, there are 
n(m + 1) unknowns; and the system is perfectly determinate. 
In this particular problem it is assumed that the prices of the 
finished goods, which are equal to the cost of production, need not 
be considered as unknowns; these prices are determined by the 
action of buyers in the market. 

Although the general-equilibrium theory is a clear and precise 
statement of the principle of marginal productivity, it is limited in 
scope; it may be applied only to individual firms. It is a great 
mistake to attempt to extend the theory to industrial society in 
general, to the so-called “social organism.” 

In the first place there is the difficulty of measuring the physical 
output of industry. For the general-equilibrium theory it may 
be assumed that each firm or unit produces a single article so that 
the quantity of product may be more or less accurately measured. 
But there is no way of summing up all the individual units to 
obtain a total for industry. To sum up all the equations of the 
form 


P= aF,+ OF, t+cF.+.... 
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substitute a’/C for F,, b’/C for Fy, etc., and multiply by C. 
The result 


CP = aa’ + bb’ + cc’ +.... 


may be added up, but the sum merely indicates that the total 
value of the industrial product is equal to the cost of producing 
it—a most useless truism. The question of the productivity of 
industry may only be handled by means of an index; hence the 
quantity of the industrial product is not a bona fide quantity, 
but is relative to the particular index used. 

In the second place, even though indices may be found to 
express production as a mathematical function of various factors, 
there is no justification in extending the productivity principle 
from the firm to the whole of industry. The general-equilibrium 
theory is essentially static. It assumes that the total quantities 
of the productive factors are given constants; that a firm may 
obtain a marginal increment of some factor by bidding it away 
from other firms; that the total quantity is not increased. When, 
however, the marginal increment represents an addition to the 
total supply, the general-equilibrium principle must be temporari- 
ly discarded until a new equilibrium has been formed to meet new 
conditions. To the expanding firm it makes no difference whether 
the newly acquired marginal increment is newly created or 
whether it is acquired at the expense of other firms, but it makes 
a great deal of difference to the other firms. This fact is apparent 
from the general-equilibrium theory as stated; but it becomes 
more apparent when the theory is restated in slightly more 
dynamic terms. For actually the amount a firm produces is not 
solely conditioned by the amounts of the productive factors avail- 
able for that particular firm; the amount of production is also con- 
ditioned by the actions of other firms and the amounts of the pro- 
ductive factors available for their use. When a firm creates a new 
marginal unit of factor it increases its production, but there is no 
reason to suppose that this increase in production is equal to the 
increase in the total industrial product. Thus, as Mrs. Robinson*® 


8 Op. cit., pp. 409 ff. 
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has clearly shown, constant returns may exist for individual firms 
while increasing returns exist for industry. 

The treatment thus far has assumed that the factors of produc- 
tion are specific goods and services. The factors have not been 
classified as land, labor, and capital, but rather as steel workers, 
bricklayers, delivery trucks, and building sites. Dr. Hicks has ob- 
jected to such a specific delineation of factors on the grounds that 
such factors are not readily substitutable. He assents to the prop- 
osition that a typist may not be substituted for a typewriter; but 
he suggests that the possibility of altering productive technique 
makes it possible to consolidate unsubstitutable specific factors 
into more general categories—labor, capital, etc.—which are sub- 
stitutable.? This is a good suggestion, but it does not entirely 
eliminate the difficulties. Suppose there are ten available methods 
of production open to some firm. There are then only about ten 
different combinations of labor and capital which may be used. 
In this sense capital may not be truly substituted for labor; the 
number of possible combinations is too limited. Marginal analysis 
should mean infinitesimal analysis; here is a case of more or less 
finite differences. Capital and labor in the large may be more 
available for substitution than are their more specific components, 
but complete substitutability is still a matter of doubt. Inductive 
evidence on this point will be taken up in the course of the discus- 
sion of The Theory of Wages. 


PROFESSOR DOUGLAS’ “THE THEORY OF WAGES” 


One of Professor Douglas’ main objectives was the measure- 
ment of the marginal productivities of labor and capital. Since 
there seems to be no way of measuring either of these entities 
directly, since it seems impossible to observe the effect of an incre- 
mental increase of one factor alone, Professor Douglas took the 
only available course—he proposed to determine a satisfactory 
formula by which production may be expressed as a function of 
labor and capital, and from this formula he proposed to deduce 
mathematically the marginal productivities of the factors. A crit- 

* Cf. J. R. Hicks, ‘‘A reply” (to Henry Schultz), Economica, XII (August, 1932), 
297-300; also, The Theory of Wages, pp. 10-17. 
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ical discussion of the formula and the methods of obtaining it 
should prove enlightening. Unfortunately space is limited and 
many considerations must be omitted; many of Professor 
Douglas’ own cogent criticisms must be overlooked. 

Limiting his study to manufacturing, Professor Douglas as- 
sumed that the product of manufacturing is a function of capital 
and labor alone. He compiled indices of production, labor, and 
capital for the United States over the years 1899 to 1922. His in- 
dex of production was E. E. Day’s index of the physical volume 
of production.’® His index of labor was derived from statistics of 
the number of wage-earners and clerical workers attached to in- 
dustry; it showed the number of man-hours of employment per 
year." The index of capital was supposedly an index of the physi- 
cal volume of buildings, plant, equipment, etc.; it was compiled 
from data on plant valuations, and the values obtained were re- 
duced to a common measure—dollars of 1880.” 

In choosing a satisfactory formula, Professor Douglas assumed 
that the appropriate one would be some homogeneous linear func- 
tion. His reasons for this assumption are exceedingly interesting; 
in general they are based on the premise of constant returns.” 
To show that constant returns are characteristic of industry, Pro- 
fessor Douglas proposed to eliminate the possibility either of 
increasing returns or of decreasing returns. If decreasing returns 
prevailed—here he mentioned Wicksell**—an enterprise consist- 
ing of more than one man would be inefficient; society would con- 
sist of one-man firms. If increasing returns prevailed—here he 
mentioned Cournot*s—any firm could expand indefinitely; com- 
petition would be impossible; and monopoly would be the result. 
Since industrial society is characterized neither by one-man firms 
nor by universal monopoly, Professor Douglas concluded that 
constant returns are essential and that production is expressible 
as a homogeneous linear function. 


7° P. H. Douglas, The Theory of Wages (New York, 1934), pp. 127-28. 

" [bid., pp. 124-27. 2 Ibid., pp. 113-23. 13 Ibid., pp. 20-24. 

14 Ibid., p. 22; ref. to Vorlesungen tiber Nationalékonomie (1913), I, 180. 

5 Ibid., pp. 23, 23 n., 24; ref. to Recherches sur les principes mathématiques de la 
théorie des richesses (1838). 
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This conclusion may contain two theoretical errors. First, a 
homogeneous function is entirely inappropriate for competing 
firms operating at minimum cost. Such a function demands that 
firms operate in a state of constant returns under all conditions. 
There is, then, no such thing as a state of minimum cost, and 
competition will have no effect on the size of any firm. Second, a 
homogeneous linear function is inappropriate for the whole of 
industry. It is true that we live in a society in which the vestiges 
of competition still remain and in which some firms may operate 
in a state of constant returns, but there is no reason to suppose 
that our industrial organization operates in the same state. 
Constant returns to an individual firm are one thing; constant 
returns to industry are something entirely different. If it could be 
shown that industry had actually operated in a state of constant 
returns over a period of years, the use of a homogeneous linear 
function could be justified; but such a demonstration of constant 
returns would depend upon inductive, not deductive, methods. 
More of this later. 

Professor Douglas, aided by Professor Cobb, chose a homogene- 
ous linear function of the form" 


P = bLIC+ 


where P is production, L labor, C capital, and } and & are con- 
stants. From the method of least squares the values of b and k 
were computed, giving the result 


P= 1.01 L'3C 5, 


This result showed a correlation coefficient of .97 between the 
actual and computed values of P. 

It is a rather frequent error to attribute too much significance 
to the correlation coefficient. The Douglas formula furnishes a 
case in point. The high coefficient shows that the formula offers 
an accurate means of predicting production when labor and 
capital are known; it is statistically accurate, but it is not neces- 
sarily theoretically accurate. The formula may not describe the 


© Ibid., pp. 133 ff. 
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causal relationship between production on the one hand and labor 
and capital on the other; it may describe a purely fortuitous rela- 
tionship. In order to show that the relationship described is the 
true causal one, it would be at least necessary to show that the 
correlation relating to this formula was uniquely excellent; it 
would be necessary to show that the formula was the only ac- 
curate method of describing the observed result. Unfortunately 
there is nothing very unique about the Douglas formula—a fact 
that becomes apparent from a brief analysis of the three original 
series. 

The simple correlation coefficient between any two of the 
variables—labor, capital, and production—is surprisingly high. 
Between production and capital it is .916; between production 
and labor it is .945; and between labor and capital it is .848. All 
this suggests that there are a great many formulas with high cor- 
relation coefficients which will give excellent results as far as mere 
prediction is concerned. For example, the formula representing 
the multiple regression surface 


P = .8675L + .3143C — 35.2 


has a correlation of .969. Theoretically this formula is deficient; 
statistically it is quite as good as the Douglas formula, where the 
correlation is but .97o. Another formula was suggested by Dr. 
Copeland.’? Assuming that technical progress is a function of 
time, he constructed a formula in which production was function 
of labor and time; the correlation was .97—a result which is not 
very remarkable when one remembers the relation between pro- 
duction and labor. 

Here, as well as elsewhere, alternative formulas are discussed. 
There is not much point to considering their relative statistical 
significance. The high correlation between the supposedly inde- 
pendent variables stultifies any such attempt. Furthermore, in 
the Douglas formula the standard error of k—approximately 
.o6—is large enough to permit considerable variation. Thus, for 
example, the difference between the original formula and the 


"7 Ibid., p. 215 and n. 
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formula L**"C-3, which has a correlation of .968, is probably in- 
significant. In this light some of the subsequent discussion may 
be unproductive except as a discussion of methodology. 

Professor Douglas went farther than merely correlating his 
series. He considered the matter of fluctuations. He constructed 
a three-year moving average of both series—actual production 
and computed production; he measured the deviations of each 
series from its three-year moving average; and, finally, he cor- 
related these fluctuations. The same method is worthy of exten- 
sion to the series of labor and capital. Table 1 shows the devia- 
tions of each of the four series—actual production, computed pro- 
duction, labor, and capital—from its moving average. The table 
seems to show that the cyclical fluctuations are not great; in the 
case of capital they are virtually nil. The correlations between 
the various series are noteworthy. Between actual production and 
computed production the coefficient is .942; between actual pro- 
duction and labor it is .940; between actual production and capital 
it is .536; and between labor and capital it is .630. The actual cor- 
relation between capital and labor may be higher than is here 
indicated. As Professor Douglas has pointed out,"* the capital in- 
dex is somewhat deficient; for, owing to the difficulty of esti- 
mating unused plant capacity, the capital index does not reflect 
the normal variations of the business cycle. If this is the case, a 
more accurate index would probably show a much higher corre- 
lation with the fluctuations of the labor index. 

The correlation between labor and capital is an important point 
requiring consideration; it can indicate one of two things. In the 
first place, capital and labor may be two independent variables 
which move concurrently because of some disturbing force or 
fortuitous circumstance. In the second place, capital and labor 
may be mutually dependent; technical considerations may regu- 
late the relative amounts of capital and labor that must be used 
together. 

The high correlations observed in this problem may be partially 
attributed to increasing secular trends; for labor, capital, and 
product are all increasing in an expanding economy. With this in 


18 Tbid., p. 122. 
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mind one might suggest that Professor Douglas had erred in not 
eliminating the long-run trends from his data. Professor Douglas 
replies that the trends are interrelated;® and he is quite right. 
No formula for explaining production can be complete unless it 
explains long-run changes and trends even though these trends be 


TABLE 1 


DEVIATIONS OF FOUR SERIES FROM THEIR RESPECTIVE TRENDS* 
(TREND IS THREE-YEAR MOVING AVERAGE) 








Actual Computed 
Production | Production 
(P) (P’) 


§ 
S$ 





| 
| 
| 
oo 


| 
° 


. . . ° . . . . e . e ° . . . oO 
WWWWOWWNT ON OWWW OWUWH O 


Mm HAONR HH RNIN OW COOOWhsI Hw OW 


INOW OW WIWY OWN 0 OW ONWU& 
| 
_ 


| 
PA 


WR NWPN ND HHH HST OMW O00 


| 
NANROAWKWONVWOO HH HAH HY COW 


| 
MA 
| 


~ 
Nn 


PASSODNIS HM MODGACOh WHO 
090000 OW WW OWNWY OWUWYdBd 


is) 
_ 
~ 

ew OW 


| 
w 
~ 
| 
- 
o 
| 
NR 
° 

| 

















_ _* These deviations were computed directly from the original figures, which are to 
nwt i—='rrmm—m— 
correlated. There is only one reason for eliminating trend—name- 
ly, to remove the effects of certain long-run disturbances. It 
might be possible, for example, to eliminate the effects of certain 
technical improvements (increased effectiveness of labor or capi- 
tal, discoveries of new natural resources, and the like)—if so, it 
would be pertinent to show just how much industrial progress is 
due to innovations rather than increases in labor and capital. 


19 Ibid., p. 141. 
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But, even though there is some reason for eliminating trend, there 
is a much more cogent reason for not so doing. 

The lack of cyclical variations in the capital curve has been 
discussed. If this deficiency is due to the inadequacy of the data, 
if the true capital curve shows fluctuations like those of labor and 
product, then considerable inaccuracy will be introduced by 
eliminating the long-run movements. Labor and product fluc- 
tuate together, capital remains relatively constant; consequently 
the computation of a formula on the basis of cyclical variations 
alone will overemphasize the importance of the labor curve. 
When Professor Douglas removed the trend from his data, he 
found that”® 

P= L*-% ‘ 


a formula which is more sensitive to the fluctuations of labor than 
was the original. Of course, the difference between this last for- 
mula and the original may be due to the relatively small number 
of statistical observations; and it may be due to the elimination 
of some extraneous factor; but more than likely it may be ex- 
plained, at least partially, by the inadequacy (meaning lack of 


variations) of the capital data. 

The correlation between the cyclical variations presents more 
difficulties. It has been assumed thus far that the capital curve is 
inaccurate; that the curve actually fluctuates with the labor 
curve. Of course, this assumption might not be true; during a 
depression it might be possible to spread a lesser amount of labor 
effectively over the same amount of plant and equipment. It 
might be possible, but it is unlikely. It is much more likely that 
decreases in labor force will have to be accompanied by increases 
in idle plant capacity. Professor Clark discusses this point. He 
suggests that the fluctuations in product are “due to changes in 
the percentage utilization of plant capacity.’’ He proposes to cal- 
culate an index of “ ‘normal’ labor relative to the capacity of the 
equipment.’’* Now, if it is necessary to talk about the normal 


2° Tbid., p. 144. 
= J. M. Clark, “Inductive Evidence on Marginal Productivity,” American 
Economic Review, VIII (September, 1928), 459. 
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amount of labor required to operate a given amount of plant 
capacity, if the layofi of men necessarily means the creation of 
idle plant facilities, then one must conclude that labor and capital 
are functionally interrelated—at least over the short run. This 
short-run interrelation directly violates the principle of substi- 
tutability of factors. To the extent that labor may be expressed 
as a function of capital, or vice versa, so may production be ex- 
pressed as a function of capital alone or labor alone. The formulas 
describing these relations may be absolutely correct, but marginal 
productivity analysis is definitely out. Productivity analysis is 
then appropriate only in connection with long-term movements; 
and it is appropriate here only if it can be shown that the long-term 
correlation between labor and capital is purely fortuitous and not 
occasioned by technological interdependence. But even then ac- 
curate measurement is probably impossible. 


SUGGESTIONS FOR A MORE GENERAL FORMULA 


All that has been said thus far might be construed as a decrial 
of quantitative studies of production. This is not the case. Statis- 
tical studies of all sorts are desirable, and Professor Dougias’ is no 
exception. Perhaps the use of a homogeneous function may be 
roundly censured from a theoretical standpoint; but it must be 
remembered that there is not a great deal of freedom in choosing 
a general type of function, for only a relatively few are prac- 
ticable. The choice of one particular type is necessarily arbitrary. 
Perhaps the greatest criticism of Professor Douglas’ choice is that 
it was a little too restricted; it might have been a little more 
general. A more generalized formula could be invented without 
making the procedure unduly difficult; one might relax the con- 
dition of constant returns. There are cogent reasons for so doing. 

In the first place, recent industrial advancement has been 
largely dependent upon innovations and inventions. Professor 
Clark suggests that the rapid accumulation of capital during 
recent years has been possible only because of the investment 
opportunities afforded by new inventions. He says, ‘“These facts 
may be summed up by saying that the product attributable to 
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added capital is also attributable to progress.’’* Professor Doug- 
las concurs,”’ and says further: “So far as the state of the tech- 
nical arts is concerned, it seems probable that their development 
is largely conditioned by the quantities of land, labor, and capital 
which are available. For industrial mankind tends to work only 
at problems which it can solve, and the existing quantities of the 
factors furnish conditioning forces upon invention.’’*4 Now, if all 
this is true, it is virtually impossible to reach any valid conclusion 
concerning constant returns. Whether industry enjoys decreasing 
returns, constant returns, or increasing returns depends upon the 
number and productivity of new inventions; and which of these 
three states industry actually enjoys is a question which can only 
be answered inductively if at all. It is a question which should be 
one of the first concerns of any statistical investigation of produc- 
tion. 

In the second place, there are factors of production other than 
labor and capital—land and natural resources, for example. Per- 
haps these factors do not vary much, but they exist and they are 
important. If constant returns prevail when all factors increase, 
decreasing returns must necessarily prevail when natural re- 
sources remain constant and only labor and capital increase. 

There is no statistical difficulty in relaxing the condition of 
constant returns. The Douglas formula would only have to be 
written in the more general form 


P = bL'Ci 


where k and 7 are constants whose sum is not necessarily one. 
This means the sacrifice of the productivity principle, for the new 
formula does not suggest that the total product will be exactly 
distributed in accordance with the productivity principle. By the 
method of least squares the present writer determined the values 
of b, k, and 7, and found that 


P= 1.01 LC, 


* Ibid., p. 464. *3 Douglas, op. cit., p. 213. 
*4 Ibid., p. 23. By permission of the Macmillan Company, publishers. 
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The difference between this result and the Douglas formula is 
quite negligible. Were it not for the correlation between the 
independent variables, this result would furnish evidence that 
labor and capital, including inventions, were actually employed 
with constant returns from 1899 to 1922. 

It has been suggested that the constant & in the Douglas for- 
mula is actually a variable. Professor Douglas, himself, suggests 
that k may vary from time to time and from place to place.’ 
Professor Cassel points out that the value of k calculated for New 
South Wales is .6504,”° and he suggests that this figure indicates 
that New South Wales is less industrialized than the United 
States, where k is .75.7”7 It would seem, then, that an analysis of 
the possible variations of k would be enlightening. The present 
writer has attacked this problem with little success; and the 
method will be described here merely as an example of how such 
analysis might be conducted. 

The problem of showing variations in k entails measuring the 
value of k over short periods of time. The problem is somewhat 
as follows: In 1900 the value of the labor index was 104.8; capital 
was 107; and product was ror. In 1903 labor was 121.9; capital 
was 131; and product was 124. The problem is to determine the 
value of k which exactly explains the advance from 1900 to 1903. 
k may be determined in the formula 


a log (C,/Co) mae log (P,;/P.) 
log (C:/Co) = log (L,/L») 





where C,, P,, L, represent the values of capital, production, and 
labor in 1900, and C,, P,, L, represent the values in 1903. 

This method was actually used as follows: The actual values of 
the variables were replaced by their three-year moving averages. 
From these averages a value of k was computed for each three- 
year interval between 1900 and 1921. The results are shown in 
Table 2. They do not permit the drawing of any definite conclu- 
sions; the amplitude of the fluctuations, from minus .58 to plus 

5 Ibid., p. 203-4. % Tidb., chap. vii. 

27 Gustav Cassel, On Quantitative Thinking in Economics (Oxford, 1935), p. 132- 
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1.51, is altogether too great—in fact, it is fantastic. These fluctua- 
tions may be due to the movements of the business cycle; they 
would be greatly accentuated by the lack of variations in the 
capital curve. If periods of boom are marked by a high marginal 
productivity of labor and a low productivity of capital, the fore- 
going set of values indicates roughly the following: a depression 
during the first years of the century, a boom about 1907, a pre- 
war depression, a war-time boom, and a post-war depression. 


TABLE 2 
THE VALUE OF k FOR EACH THREE-YEAR PERIOD, 1900-1921 








k 





0.45 
0.44 
0.38 
©.29 
0.95 
1.33 
1.30 
1.15 
°.57 
—o.58 

















If this method is useful at all, it is applicable only over a long 
period of years. Its successful use would entail the taking of all 
possible steps to smooth out fluctuations. The span of the moving 
average would have to be increased; so would the interval over 
which k is to be measured. 


CONCLUSION 


This article is no attempt to abolish the theory of marginal 
productivity. The writer feels that the theory, as expressed in the 
general-equilibrium concept, is a useful and well-nigh indispen- 
sable proposition, which helps to explain distribution and en- 
trepreneur bidding. He wishes to point out, however, that the 
theory is subject to severe limitations; that it is founded upon 
certain necessary conditions pertaining to a decidedly hypo- 
thetical world—an absolutely static world with perfect competi- 
tion and completely interchangeable factors of production. But 
in a world in which the static state and perfect competition cer- 
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tainly do not exist and in which the substitutability of factors is 
doubtful—particularly so in connection with the rapid fluctua- 
tions of modern business—the productivity principle must neces- 
sarily be distorted; and there must be other important considera- 
tions which help to explain entrepreneur bidding and the dis- 
tributive process. 

The extension of the productivity principle and the general- 
equilibrium concept to the so-called “social organism” seems 
particularly unjustified. It is unjustified theoretically because the 
equilibrium concept applies only to the static operations of firms; 
for, whereas a firm may statically acquire a marginal increment of 
some productive factor by bidding it away from some other firm, 
a marginal increment acquired by industrial society is necessarily 
a dynamic addition to the social productive equipment. It is un- 
justified practically because there is insufficient inductive evi- 
dence that constant returns exist when all productive factors are 
increased. If there is no way of measuring the effect, potential or 
actual, of increased natural resources and the like, and if the 
product attributed to new capital is really attributable to new 
inventions, then the question of constant returns would seem to 
be beyond the ken of any man. 

The writer feels that quantitative studies of production are 
both interesting and desirable. At the same time he wonders if it 
will ever be possible to accumulate data sufficiently reliable to 
make such studies very productive. Will it ever be possible to ob- 
tain data in which the supposedly independent variables, labor 
and capital, are not so closely correlated as to discredit results? 
Will it ever be possible to obtain data concerning the effect of 
the more or less unchanging factors like land and other resources 
of nature? At the very best, productivity analysis will be a diffi- 
cult problem. 
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THE NEW MODEL COLLECTIVE CHARTER OF 1935 


NEW legal basis for the system of collective farming was 
provided by the revised model charter or constitution of 
the “artel” promulgated in 1935.” The concessions to 

the principle of individualism represented by such features as the 
system of payment according to results and the “acre and a cow” 
type of subsidiary farming by the members of the kolkhoz, de- 
scribed in the preceding article, were confirmed. The new charter 
specified definitely and not merely in general terms, as did its 
predecessor, the size of the plots and the number of animals that 
collective farmers could have in their individual possession in 
different regions. The plots were to vary from 0.6 to 1.2 and in 
some regions to 24 acres. Thus these rights of the collective farm- 
ers were placed on a more secure footing and their individual land 
holdings equalized. 

The democratic, self-governing character of collective farming 
was also reaffirmed. Theoretically a kolkhoz was always supposed 
to manage its own affairs through the general assembly of its mem- 
bers (or delegates, when the membership was too large) and elec- 
tive officers responsible to the assembly. In practice, however, the 
elective principle and the accountability of the officers to the 
membership became largely a fiction. The managers and other 

29 The “artel,” it will be recalled, has become the predominant form of collective 
farming, accounting in 1933 for 96 per cent of the total number of collective farms. 
A model charter of the “artel” was adopted in 1930 during the early stages of col- 
lectivization. After five years of experience, the government decided to revise the 
charter, which in many respects became a dead letter. The Second Congress of Col- 
lective “Shock” Farmers was, therefore, called in Moscow in February, 1935, to as- 


sist in the drafting and to pass upon the new model charter. Subsequently each 
kolkhoz was to adopt a charter of its own pattern based largely on the model charter. 
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officers were, as a rule, appointed and removed at will by Soviet 
officials, and were sometimes not even members of the kolkhoz 
which they were called upon to manage. What was even worse, 
the frequent change of managers was bound to affect unfavorably 
the efficiency of collective farms. 

The position of the peasants in a kolkhoz, according to their 
own evaluation, is illustrated by the following item, selected at 
random but none the less typical. A group of peasants writing to 
the Soviet newspapers, and pointing out that their particular 
kolkhoz was considered the best in the district, proceeded as 
follows: 


Not everything, however, is well in the kolkhoz. We heard from people 
and know from papers that the collective farmers should be bosses of their 
kolkhoz, should know what is taking place and why, and that the executive 
board must report to the membership. But there is nothing like this in our 
kolkhoz. We are through with the harvest; but we don’t know what we 
shall do and how much we earned during the season. The executive board 
tells us nothing and doesn’t ask us about anything. For more than four 
months we had no meetings 


The numerous arbitrary expulsions of members from the kolk- 
hozy constituted another serious evil. Expulsion, of course, had 
grave economic consequences for those affected, since they usually 
had serious difficulties in recovering any of their property.* The 
new charter of 1935 introduced important safeguards against 
these various abuses. It was provided, for instance, that only the 
general assembly of the members has the power to expel one from 
a kolkhoz. Furthermore, it was provided that not less than two- 
thirds of all the members of a kolkhoz must be present at meetings 
when such action is taken and also at meetings to elect the officers 
and pass upon appropriation of funds, while for all other matters 
half of the membership constitutes a quorum. The expelled mem- 
ber has the right of appeal to the regional executive committee 
of soviets. The term of the executive board of a kolkhoz was 

3° Socialisticheskoe Zemledelie, January 17, 1933. 

# With respect to land, for instance, the old charter of 1930 provided that those 
who leave the “‘artel” cannot recover their holdings, but may only be allotted land 
from the public domain—a doubtful privilege. This provision was retained in the 
new charter of 1935. 
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lengthened from one to two years, but its powers were definitely 
limited in favor of the general assembly. 

An important restriction was written into the charter on appro- 
priation of funds of a kolkhoz for capital purposes and administra- 
tive expenses. Both of these items, it will be remembered, were 
often excessive and encroached heavily upon the income available 
for distribution to members. The charter provided that capital 
expenditures (appropriated to so-called “indivisible surplus”’) 
were to range from ro per cent of the cash income of a kolkhoz 
upward, but were not to exceed 20 per cent, and that administra- 
tive expenses were not to exceed 2 per cent. 

The charter also attacked another problem which had caused 
considerable concern to the Soviet government—.e., the insta- 
bility of land tenure of the kolkhozy. On September 3, 1932, the 
first decree dealing with this matter was issued, entitled ‘‘Con- 
cerning the Creation of Stable Land Tenure of the Kolkhozy.” 
This decree sought to regularize the collective land tenure and 
prevent the local authorities from making frequent changes by 
alloting land to state farms or other institutions or redistributing 
land among different collective farms. From the discussion which 
took place during the adoption of the new charter it appeared, 
however, that there had been no change in this situation and that 
apparently a kolkhoz could never be certain from year to year 
that a particular piece of land would remain in its possession. 
Obviously, there could be no incentive to take good care of the 
land as long as its possession was so uncertain. 

To remedy this unsatisfactory situation and to provide an 
incentive for the collectivized peasantry to work its land better, 
the government decided upon a stronger course of action. The 
charter declared, therefore, that the kolkhozy were to hold the 
land they occupied in perpetuity, though all land continued to be 
national property. These provisions were confirmed by the new 
constitution of the U.S.S.R. adopted in 1936. It was further pro- 
vided in the charter that a title deed was to be issued to each 
kolkhoz after the land had been surveyed and the best arrange- 
ment from the standpoint of land utilization had been adopted. 
After the completion of surveying operations and the issue of the 
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deed, the area of each kolkhoz positively could not be reduced. 
It could, however, be increased at the expense of state land or the 
holdings of individual peasant farmers who decided to enter the 
kolkhoz. 

Although the new land provisions of the charter were largely 
dictated by considerations of productive efficiency, they never- 
theless had a serious political implication, as did the other features 
of the charter of 1935. By making the kolkhoz legaliy a “boss” 
of its land and by stressing the self-governing character of collec- 
tive farming, the government took a step farther in that policy of 
appeasement of the peasantry which commenced with the reform 
of the procurement system in 1933. 

It is not, however, the written law but its administration that 
counts, especially in the Soviet Union. And, judging from the 
Soviet press, the local bureaucracy continued in numerous cases 
to flout the provisions of the new charter. Still, the very denunci- 
ations heaped upon these widespread abuses by the controlled 
press indicate that the Soviet government (so far, at least) is 
determined to adhere to the line of policy laid down in the 
charter of 1935. 

Beyond this it would be hazardous to venture a prediction. At 
present, for instance, the idea that the “artel,”’ unlike the com- 
mune, is not the final stage of rural collectivization, as Stalin 
confirmed once more at the Seventeenth Party Congress, seems 
purely academic. Stalin, it is true, hedged the doctrine of the 
superiority of the “commune” over the “artel” by associating 
the former with the age of plenty which seems to be, as yet, far 
distant. Still, it is impossible to predict how the wheel of Soviet 
policy may turn. Past experience, as in the case of mass collectivi- 
zation in 1929-30, teaches that what seems academic at the mo- 
ment may, within a short period of time, become the immediate 
goal of Soviet policy. 

But, even if the provisions of the charter are strictly adhered to, 
the autonomy of the kolkhoz is, nevertheless, circumscribed by 
the very fact that it must work within the plan laid down by the 
central government and interpreted by its local agents. This is 
clearly set forth in article 6 of the charter, which states: “The 
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‘artel’ is obliged to carry on collective farming according to the 
plan, observing precisely the plans of agricultural production and 
of the obligations to the state laid down by the organs of the 
peasant-workers’ government.” The various plans which the “ar- 
tel” must carry out are then again enumerated in detail. This 
necessity of dovetailing into the scheme of compulsory Soviet 
planned economy is bound to result in a large measure of control 
over collective farming on the part of officials charged with the 
execution of the plans, and ipso facto must restrict the self-gov- 
ernment of the kolkhoz. The charter makes the kolkhoz legally 
the “boss” of its land, but a “boss” whose powers are qualified 
and limited by the supremacy of the national plan. 


MECHANIZATION—-MACHINE-TRACTOR STATIONS 


The collectivization of agriculture in the U.S.S.R. has been 
closely related to mechanization both in theory and in practice. 
With the Marxist predilection for methods of large-scale produc- 
tion in agriculture, no less than in industry, mechanization 
naturally appealed to the Soviet leaders from Lenin down. It was 
looked upon as a medium through which socialism could be intro- 


duced in the village. Lenin, during the early days of the Soviet 
regime, toyed with the idea of the tractor as a bait with which to 
attract peasants to communism. “Give the peasants 100,000 trac- 
tors,” he said, “supply them with fuel, etc., and the peasants will 
be in favor of communism.” Lenin realized, of course, that in 
1919, in the midst of a civil war, this idea of his was “a fantasy.” 
A decade later, however, the “‘fantasy” was beginning to turn 
into a reality. 

It will be recalled that Stalin’s thesis in his speech in December, 
1929, was that, even by pooling together the simple peasant im- 
plements, productivity of collective farming would greatly in- 
crease. Accordingly the Kremlin had ordered that lack of tractors 
and other modern machinery should not be permitted to stop mass 
collectivization. Nevertheless, the Soviet government began an 
active campaign for mechanization of agriculture simultaneously 
with mass collectivization. Whereas, in the autumn of 1928, there 
were less than 27,000 tractors in Russian agriculture, two years 
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later more than 40,000 tractors served collective farms alone— 
and, in addition, there were nearly 25,000 tractors on state farms. 
The number has been mounting steadily ever since, and at the 
beginning of 1932 exceeded the 100,000 mark of Lenin’s dream. 

The tractor has been the spearhead of mechanization, forcing 
not only a rapid increase but a change in the character of other 
farm implements. Thus, for instance, while in 1927-28 only 1,020 
tractor plows were produced, the output in 1934 amounted to 
278,000. On the other hand, the number of horse plows manu- 
factured decreased from 1,146,000 in 1927-28 to less than 100,000 
in 1934. A domestic industry manufacturing even such compli- 
cated machines as tractors and combines has been developed. 
Whereas formerly these machines were imported from the United 
States, they are now manufactured entirely in Soviet factories. 
A gap, however, developed between the supply of tractors and 
other implements, which affected tractor operations unfavorably. 
The machine-tractor stations had at the beginning of 1937 only 
70 plows, 30 drills, 12 cultivators, and 11 shovel plows per 100 
tractors.” 

The introduction of tractors in the U.S.S.R. coincided with, 
but was not responsible for, the tremendous decline in the number 
of horses previously mentioned. By 1935 Soviet agriculture was 
short about 11,000,000 work horses as compared with 1929. At 
the same time, it was officially estimated that the Soviet Union 
at the beginning of 1935 had 276,427 tractors, totaling 4,463,000 
horsepower units. These are equivalent to from 6,000,000 to 
8,900,000 horses, depending upon the rate of conversion adopted.* 
In any event, it is clear that the tractor in the Soviet Union did 
not displace the horse, as in the United States and other countries, 

3 See A. Gayster, “Wealth and Abundance,” Jzvestiia, June 6, 1937; also a note 
on tractors and implements by I. Korban, Socialisticheskoe Zemledelie, May 22, 1937. 

33 The official Soviet agricultural yearbook for 1935 gives, on page 200, a rate of 
conversion which works out at one unit of mechanical power to 1} of animal power. 
On page 643, however, a relation of one unit of mechanical power equivalent to two 
of animal power is given. The latter rate is mentioned by Otto Schiller, “Die Krise 
der socialistischen Landwirtschaft,” Berichte tiber Landwirtschaft (N.F., 79. Sonder- 
heft, 1933), p. 50. It was also given to the writer by a Soviet agronomist in 1935. Cf. 


N. Jasny, “Der Schlepper in der Landwirtschaft,” Berichte ber Landwirtschaft 
(N.F., 62. Sonderheft, 1932), p. 131. 
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and it succeeded only partially in alleviating the shortage of draft 
power. But had it not been for the tractor this shortage would 
have had even more disastrous consequences during the early 
years of collectivization. 

The importance of the horse in Russian agriculture can be 
appreciated from the fact that, while the share of mechanical 
power increased at an astonishingly rapid rate (from less than 2 
per cent in 1928 to over 33 per cent in 1935), the horse still ac- 
counted for nearly two-thirds of the total draft power in the spring 
of 1935. This situation, as a matter of fact, has been fully recog- 
nized by the Soviet government. It has been much concerned 
over the declining number of horses and has fought since the be- 
ginning of wholesale collectivization against “the underestimation 
of horse draft power at the current stage of collectivization . .. .””" 
and against those extremists who, in their excessive enthusiasm 
for mechanization, thought that the day of the horse was gone for- 
ever. The government, however, has continued to pour tractors 
into Soviet agriculture, adding about 100,000 new tractors a 
year in 1935 and 1936. The plan for 1937 provides for an addi- 
tion of 66,000 tractors, including 38,000 powerful “caterpillars.”’ 
Thus, shortage of draft power in Russian agriculture should soon 
become a thing of the past. 

While, with the prevalent character of organization and of size 
of the farms, the area to be worked per tractor in the Soviet Union 
is greater than in the United States—a fact of which much was 
made by Soviet writers and speakers—this advantage has been 
greatly offset by the notoriously inefficient utilization of tractors, 
especially during the early years of their use. Stalin, at the Seven- 
teenth Party Congress in the winter of 1934, characterized the 

34 See the decree of the Central Committee of the Communist Party, “Concerning 
the Tempo of Collectivization . . . .” of January 5, 1930; also decrees of the Central 
Executive Committee and the Council of People’s Commissars of U.S.S.R., entitled 
“Measures for Development of Horse Breeding,” September 2, 1931, and “Prohibi- 
tion of the Slaughter of Horses and Responsibility for Illegal Slaughter and Preda- 
tory Exploitation of Horses,” December 7, 1931; also the decree of the Central Com- 
mittee of the Communist Party, “Concerning the Development and Preservation of 
Horses,” May 27, 1932. Reprinted in a collection of government agricultural de- 
oT etc., entitled Vaghneishie Resheniia po Selskomu Khoszaistou ... . (2d ed.; 
1935). 
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work of the tractors as follows: “As far as the utilization of trac- 
tors and machines is concerned, the unsatisfactory situation is so 
clear and so well known that it does not require any proof.” 
Breakdowns and stoppages of tractors were frequent because of 
a lack of experienced drivers (among whom the turnover was 
excessive), poor repair work, shortage of spare parts and of fuel, 
and general mismanagement. A very large number of the tractors 
are so worn out each year that a general overhauling on a large 
scale is necessary. Thus, 95 out of every 100 tractors in use had 
to be thoroughly overhauled in 1933, 82 in 1934, and 43 in 1935. 
But, while the figures of general overhauling of tractors were de- 
creasing, it was stated by Commissar of Agriculture Chernov that 
the so-called “intermediate repairs” at the same time were greatly 
increasing. 

So-called “infantile diseases” characteristic of the early stages 
of tractor work in the U.S.S.R. reappeared whenever new, com- 
plicated machinery was introduced. Such was the case with the 
combines and again with the introduction of large numbers of the 
more powerful “caterpillar” or track-laying type of tractors in 
1936. Improvement, however, has gradually taken place in the 
utilization of the tractors and combines. The average annual area 
worked per 15-horsepower tractor increased from less than goo 
acres (plowing equivalent) in 1933 to over 1,000 acres in 1935, and 
to nearly 1,200 acres in 1936. The average area per combine in- 
creased from 174 acres in 1933 to 604 in 1935 and to 799 acres in 
1936.%° Much higher than the average performance was attained 
by the more efficient tractor and combine operators; but there 
were also many complaints in the soviet press of the poor work of 
these machines even during the 1937 season. 

The introduction of a steeply differentiated system of remuner- 
ation for tractor and combine operators, based on results ob- 

38 The figures are for tractors in the machine-tractor stations. See M. Chernov, 


“The Plan for 1936 and the Problems of the Machine-Tractor Stations,” Socialist- 
icheskaia Rekonstrukciia Selskogo Khosaistva, No. 2, 1936. 

36 The figures are for tractors and combines in the machine-tractor stations work- 
ing on collective farms. See P. Mesiatzev, “The Problems of Socialist Agriculture 
in the Terminating Year of the Second Five-Year Plan,” Problemy Ekonomiki, No. 2, 
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tained, with large bonuses for exceeding the standard task, has 
been generally credited by Soviet officials and writers as having 
contributed greatly to the improved performance of the mechani- 
cal equipment. The new method of paying combine operators 
adopted in 1935 made it possible for some of the best operators to 
earn as much as 5,000 rubles or more during a relatively short 
season, while the average annual wage for workers in the machine- 
tractor stations and state farms was about 1,500 rubles. At a “pep 
meeting”’ for a group of Crimean combine operators departing to 
assist with the harvest in Siberia, which the author was privileged 
to attend in the summer of 1935, a keen and enthusiastic spirit of 
competition was manifested as speaker after speaker (all combine 
operators) recited his achievements. These were, however, not 
only in terms of acres harvested, but also rubles earned. For the 
current type of “socialist competition” in the Soviet Union, so- 
called “‘Stakhanovism,”’ has a solid pecuniary basis with relatively 
high stakes for those most successful, who form the new class of 
Soviet notables (znatmye liudi). 

On the whole, it appears both from statistical evidence and 
from first-hand observation that physically and technically the 
tractor, and more recently the combine, have become acclimated 
in the Soviet Union. The economic criteria, however, by which 
relative advantages of the mechanical and animal power may be 
measured are extremely difficult to apply under Soviet conditions. 
This is true not only because of scanty and inadequate data but 
also because the tractor has been largely a crisis phenomenon, 
even though in a diametrically opposite sense from that in which 
it is held by some to have contributed to agricultural overproduc- 
tion and depression in capitalistic tractor-using countries. In the 
Soviet Union, on the contrary, as the preceding discussion has 
aimed to make clear, the tractor was enlisted to fight a crisis of 
underproduction and of shortage of draft power. A proper per- 
spective of the true economic position of the tractor can no more 
be gained under such conditions than under conditions of a severe 
depression in capitalistic countries. All that can be said is that 
while the drive for expansion of production in the Soviet Union 
goes forward under government control—and there is no evidence 
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of its abatement—the tractor and the combine are likely to con- 
tinue to play an outstanding role. 

When tractors first appeared in the Soviet Union, during the 
Nep period, they were owned largely by the peasants individual- 
ly, or by co-operatives or collective farms. Thus, of the 24,504 
tractors on farms on October 1, 1927, individual peasant farmers 
owned 26 per cent; co-operatives, 18 per cent; collective farms, 
singly or in combination, 37 per cent; and state farms, 19 per cent. 
But with wholesale collectivization the government concentrated 
tractors and the more complicated farm implements in its own 
hands, eliminating even the kolkhozy as the owner. 

At present tractors are found in two types of organizations: 
state farms and machine-tractor stations (or M.T.S.), both owned 
and operated by the Soviet state. On January 1, 1935, 64 per cent 
of the total number of tractors on farms were in M.T.S. and prac- 
tically all of the remainder on state farms. The M.T.S. have 
grown from a modest beginning, as an economical means of assist- 
ing peasants with tractors and other machinery en a co-operative 
basis,3? to become the most important instrument of Soviet con- 
trol and direction of the collectivized peasant agriculture. 

The new machine technique created by the working class is directed into 

the kolkhozy through the M.T.S. in such a form that the principal means of 
production remain the property of the proletarian state The M.T.S. 
performs a gigantic task not only as an economic-technical center but also as 
the political guide of collective farming. 
The organization of the political departments in 1933, previously 
mentioned, throws this aspect of M.T.S. into clear relief. No 
phase of farm activity, in fact, is beyond the scope of the M.T.S. 
in the section in which it operates. 

Each M.T.S. is headed by a director, who has several assistants, 
one of whom has charge of political work. There is also attached 
to every M.T.S. a staff of agronomists who plan and supervise 
the farm work in the kolkhozy. But, notwithstanding the impor- 

37 The first machine-tractor station was organized in 1928 by a state farm named 
after the Ukrainian poet, Shevchenko, in the Odessa region. See A. M. Markevich, 
Meghselennye Mashinno-Traktornye Stantsii (1929). 


38 D. Ribalka, “Payment in Kind for the Work of Machine-Tractor Stations,” 
Socialisticheskaia Rekonstrukciia, Selskogo Khosaistva, No. 9, 1935. 
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tant function of the agronomist and other technicians in the 
Soviet agricultural scheme, complaints of unsatisfactory working 
and living conditions have been frequently voiced in Soviet pub- 
lications. Lack of suitable means of transportation for field trips, 
overburdening office routine, delay in paying of salaries, etc., 
impair the effectiveness of these technical workers. A step toward 
improving the position of the agronomist, however, was taken 
when the government decreed on October 25, 1937, an increase 
of salaries beginning with November 1, 1937. Likewise, conditions 
under which tractor and combine operators live and work, the 
chronic arrears in wages and excessive fines, have come in for a 
great deal of criticism in the Soviet press. The efficiency of the 
newly recruited, inexperienced combine operators has suffered 
especially from lack of proper guidance and adequate technical 
assistance. 

An average M.T.S. at the beginning of 1935 had 51 tractors 
and served 31 kolkhozy with a total crop area of over 46,000 
acres. A repair shop is usually attached to an M.T.S. The num- 
ber of M.T.S. has been rapidly increasing; at the end of 1931 
there were 1,400, and in the spring of 1937 over 5,000. The aim 
of the government is to extend the operations of M.T.S. to all 
the kolkhozy and to increase their participation in various types 
of field work. More than half of all collective farms, comprising 
over 70 per cent of the total collective sown area, were served by 
M.T.S. in 1935. 

Payment to the M.T.S. for the work performed is in kind. The 
official model “agreement’”’ between the M.T.S. and a kolkhoz 
(which serves as a basis for so-called “agreements” between indi- 
vidual kolkhozy and M.T.S., governing the amount of work to be 
performed by the latter within the more general plan), prescribes 
specific rates of payment for different types of work. (Threshing 
of grain is paid for on a percentage basis—7 per cent of the quan- 
tity threshed.) These rates, however, vary in accord with the 
officially estimated yields of the collective farms, increasing with 
higher yields and vice versa.*® It was hoped that this arrange- 


39 These rates were reduced in 1937. See “Some Recent Soviet Decrees Affecting 
Agriculture,” Foreign Agriculture, Vol. 1, No. 4, April, 1937. 
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ment would encourage and provide an incentive to the M.T-S. 
to strive for higher yields.” In addition to these payments the 
M.T.S. collect wages from the kolkhozy for tractor drivers. These 
wages are based on the number of acres worked, increasing pro- 


TABLE 3 


SUMMARY OF MACHINE-TRACTOR STATIONS (M.T.S.) IN THE 
U.S.S.R. ON JUNE 1, 1931-35* 








Item 1933 1934 





Number of M.T.S......... 2,660 3,326 
Number of tractors 96,791 146,732 


Number of horsepower units 
fe ere 1,354. 2,171. 


Number of combines 
thousandst ; ’ 15. 


Number of collective farms 

served: 
a) In thousands ; : P 106.7 
6) Per cent of total num- 
ber of collectives : P ; 45.8 


Per cent crop area of collec- 
tive farms served is of 
total collective crop area. ; 63.9 


Total work performed by 
tractors reduced to a 
plowing equivalent (in 
millions of acres){ 




















* From official sources. 
t At the end of the year. 
¢ Exclusive of threshing, transportation, and road-building. 


gressively with achievement. Bonuses are also paid for economiz- 
ing on fuel, and fines are imposed for wasting it. 

The growing importance of the M.T.S. as a revenue-producing 
institution can be gauged from the fact that, whereas in 1933 the 
receipts of grain from them amounted to 11.6 per cent of the 
total government grain procurements from all sources (kolkhozy, 


4° But by the same token it provides an incentive for overestimation of official 
yield figures and underestimation of the crop on the part of the peasants, which in- 
creases the difficulties of crop estimating. 
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state farms, and individual peasant farmers), they increased to 
20 per cent in 1935. Thus, the growing mechanization of farming 
went hand in hand with extension of state control and increased 
revenue from agriculture. The tractor and the combine, there- 
fore, have political and fiscal as well as economic significance 
in the U.S.S.R. 

While there was an improvement on the technical side, the 
financial aspect of the work of the M.T.S. has been subject to a 
great deal of criticism in recent years. High operating costs, fail- 
ure to live within the budget, and consequent shortage of funds 
with which to pay wages and purchase fuel for tractors—such is 
the picture of poor business management revealed by various 
Soviet publications. As Commissar of Agriculture Chernov put 
it: “The directors of M.T.S. evaluate the results of their opera- 
tions only by the number of hectares plowed and almost never 
evaluate it in terms of the ruble The financial organization 
of M.T.S. requires a fundamental improvement.” Faulty plan- 
ning, disregarding local differences, of which many examples were 
given in the Soviet press, must bear a large share of responsi- 
bility for these conditions. 


STATE FARMS 


It was indicated at the outset that collectivization of Soviet 
agriculture took the form not only of the kolkhoz, but also of 
state farms or “sovkhozy” (plural of “sovkhoz’’), which are en- 
tirely owned and operated by the state with the aid of hired labor. 
The origin of the sovkhozy dates back to the period of the 
agrarian revolution of 1917-18, when an effort was made to sal- 
vage some of the valuable assets (pure-bred livestock, improved 
plant varieties, etc.) of the private estates, against the peasants’ 
pressure for division of property. Thus originated the scheme of 
creating state farms out of what remained of the private estates. 
The severe food shortage of the years 1918-21 gave impetus to this 
movement, as sovkhozy officially attached to various factories 
began to be established for the purpose of producing foodstuffs 
for the workers. 


# M. Chernov, op. cit. 
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During the subsequent Nep period, the sovkhozy, just as the 
kolkhozy, played an insignificant role in Russian agricultural 
economy, except in growing sugar beets for the Soviet sugar in- 
dustry, where they continued the tradition of the former private 
estates in the sugar-beet zone. As a matter of fact in 1925, at the 
height of the period of liberal policy with respect to individual 
peasant farming, it was decreed by the government that land was 
to be taken away from the sovkhozy and distributed among 
peasants in regions where the allotments of the latter were inade- 
quate. 

A sweeping change, however, in the government’s attitude 
toward the sovkhozy took place in 1928. The grain-procuring 
crisis which developed during the winter and spring of 1928, and 
which resulted in a strong anti-Kulak campaign, brought also to 
the fore the question of finding speedily an effective substitute for 
the Kulaki, who played an important part in grain production for 
the market. Collectivization of peasant agriculture, which be- 
came an accomplished fact a few years later, still seemed to be in 
the distant future. There existed a considerable area of unculti- 
vated land in the eastern and southeastern regions which, it was 
thought, should be utilized to combat the grain crisis. At the 
same time the tractor was beginning to appear in the Soviet 
Union, preceded by an account of its accomplishment in the de- 
velopment of large-scale farming overseas. 

It is hardly necessary to point out how well this combination 
of factors fitted in with the Marxian thesis of the advantages of 
large-scale production in agriculture, and with the new orienta- 
tion of Soviet agrarian policy toward collectivism, crystallized in 
the decisions of the Fifteenth Party Congress at the end of 1927. 
Thus the government decided in the spring of 1928 to organize 
large mechanized farms for the production of grain on unculti- 
vated land. These were the so-called “grain factories,”’ a concept 
which had been played with by some people ten years previously 
during the food crisis of 1918. Now, in another crisis, this dream 
was to be realized with the aid first of imported American and 
later of domestically manufactured tractors and combines. State 
farms were considered “truly socialist” enterprises which were to 
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serve as “models of large-scale farming” and “schools of new 
technique” to the peasants. Moreover, unlike the kolkhozy, the 
new sovkhozy were to be fully mechanized from the start. 

The organization of the new large grain farms, the so-called 
“zerno-sovkhozy,”’ was pushed with the utmost vigor with a view 
to obtaining in four or five years 100,000,000 poods, or 1,800,000 
short tons, of grain. While there was considerable official opti- 
mism with respect to the new venture, certain difficulties were 
apparent at the outset. The free land on which such farms were 
to be organized existed primarily in the eastern, southeastern, and 
southern regions of the U.S.S.R., which are in the semiarid zone 
of light and unstable precipitation (20 inches and less per annum), 
comparable to the drier agricultural regions of the western part of 
the United States. Farming is hazardous in these areas due to 
frequent devastating droughts. Thus the new state farms had to 
operate, for the most part, under unfavorable climatic conditions. 
The land that was allotted to these farms was described as 
“spoiled,” “weedy,’’ and requiring considerable effort to bring it 
into cultivation.” Moreover, the territory in which a number of 
these farms were organized was sparsely settled, making it neces- 
sary to recruit the labor force at a considerable distance. And, 
since these units were started from scratch, it was necessary to 
build roads, provide water facilities, housing, etc. In general, con- 
ditions were difficult enough to tax the capacity of the most 
efficient management. 

In fact, there is a serious doubt as to whether, under the 
climatic and soil conditions prevailing in many of the grain farms, 
the land should have been broken for crop production. It is true 
that the risk of frequent crop failures was recognized as unavoid- 
able; but this was discounted, since these farms were supposed to 
be operated with a minimum of labor force and maximum mech- 
anization, and it was believed, therefore, that the danger of wide- 
spread famine to man and animals could be obviated.“ The alpha 

#M. V. Chesunov in Stroitelstvo Socialisticheskich Krupnych Zernovych Kho- 
ee of the First Conference of Managers of State Grain Farms”) 

43 See the report of the former commissar of agriculture, Ya. A. Yakovlev, at the 
Sixteenth Party Congress (Ekonomicheskaia Zhisn, July 12, 1930). 
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and omega of the early state-grain-farm policy was, therefore, a 
large expansion of acreage, large (perhaps grandiose would be a 
better word) size of the farm unit, and mechanization to the limit. 
These, it was confidently expected, would offset, if not overcome, 
the obstacles of climate and soil. 

There were needed, according to Commissar Yakovlev, not 
sovkhozy of tens of thousands of acres but of hundreds of thou- 
sands.“ ‘The lowering of the quality of farming would be com- 
pensated by the increased sown area.’’*5 Thus, in the “chase” for 
more acres, soil management and other aspects of scientific or even 
simply good farming were, for the most part, completely disre- 
garded, although perhaps nowhere were they more imperative. 
Consequently, instead of showing an example of efficient manage- 
ment to the kolkhozy, the grain farms manifested the same evils, 
but often in an exaggerated form, of delayed and protracted sow- 
ing and harvesting and enormous crop losses that were character- 
istic of the early period of collective farming. And likewise with 
weeds, which found a new empire for their growth on the fallows 
that usually remained long uncultivated, contrary to all rules of 
good farming. Perhaps no greater incongruity between the most 
modern technique and primitive agricultural methods could be 
found anywhere than in a spectacle of so up-to-date and compli- 
cated a machine as a combine harvesting a weedy field and, on 
occasion, being clogged by the weeds and put out of commission, 
which the author witnessed as late as 1935 on one of the Siberian 
grain farms.” 

Not only was ordinary farm management neglected, but the 
modern machine technique, represented by the tractors and com- 
bines so generously supplied by the government and on which so 
much was staked, was not utilized efficiently. Tractors, for in- 
stance, worked a smaller number of acres on the average in these 

4 Ibid. 4s Ibid. 

4 Even when harvesting was done almost entirely by combines, and grain losses 
should have been at a minimum, they were estimated in the case of spring wheat, for 
instance, at 1.6 bushels to the acre, according to an investigation undertaken in 
1935 in a number of state grain farms (see Plan, No. 10, 1936, pp. 14-17). With 
light yields of 10 to 11 bushels to the acre or less such losses must be considered very 
large. 
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grain farms than in M.T.S. Whereas the average area worked per 
tractor in the M.T.S. was 897, 1,001, and 1,013 acres (plowing 
equivalent) for the years 1933, 1934, and 1935, respectively, in the 
grain farms corresponding figures were 477, 586, and 786 acres.‘ 

Even of greater importance were the difficulties experienced 
with the combine (harvester-thresher), without which grain farm- 
ing on so large a scale would hardly be feasible. For the combine, 
if efficiently used, economizes an enormous amount of labor at the 
most serious seasonal peak, i.e., at harvesting time—and it will be 
recalled that the use of a minimum of labor is one of the funda- 
mental principles on which the organization of these farms is 
based. Poor utilization of combines, however, contributed greatly 
to the necessity of employing a large number of seasonal workers, 
who constituted over a period of years from a half to a third of 
the total labor force of these farms. Obviously, this involved a 
swelling of the labor force contrary to the program of the govern- 
ment. The exceedingly heavy turnover of even the skilled per- 
sonnel on the grain farms, such as tractor drivers, etc., due to 
unsatisfactory living and working conditions, further aggravated 
the situation. It meant a poorly trained labor force, which re- 
sulted in inefficient work, and this again often brought about the 
need for employing additional labor—as, for instance, in weeding 
poorly cultivated fields. Here was a good example of a vicious 
circle. 

Obviously, the management is largely responsible for this state 
of affairs. The experience of some of the more efficient farms 
shows that where the management is determined to improve the 
labor situation it can usually do so. Thus, on one farm the num- 
ber of seasonal workers during the July peak was reduced from 
2,090 in 1933 to 1,102 in 1934, and to only 225 in 1935; and the 
average number for the nine months, January to September, 
1934 and 1935, was 727 and 129. 

47 Figures for M.T.S. are from Selskoe Khozaistvo S.S.S.R. 1935, p. 202; for the 


grain state farms, A. Karavaev, “The Liquidation of Seasonal Labor in the Zerno- 
Sovkhozy,” Socialisticheskaia Rekonstrukciia, Selskogo Khozaistva, No. 3, 1936. 


 B. Feigin, “Concerning the Profitableness of the Grain State Farms,” Social- 
isticheskaia Rekonstrukciia, Selskogo Khosaistva, No. 12, 1935. 
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Soviet spokesmen have admitted that the unsatisfactory work 
of the grain farms was reflected in unduly low yields and high cost 
of production.” A tremendous variation in yields has been ob- 
served on different farms of the same district, and sometimes even 
in different branches of the same farm. This variation was clearly 
correlated with the quality of farm work. Early and proper fal- 
lowing, sowing, and harvesting resulted in high yields, and vice 
versa. The number of illustrations of this point that could be 
cited is legion. 

While yields were usually below the plan figures, expenditures 
tended to exceed the plan. The expenditures per hectare of spring 
wheat, the leading crop of the state grain farms, exceeded the plan 
in 1933 by 42 per cent, in 1934 by 44 per cent, and in 1935 by 9 
per cent. In 1936 it was stated that the plan was not exceeded, 
but this result was reached only by dropping operations essential 
for the improvement of yields. A factor which enhanced costs 
was a large overhead; in 1935 this accounted for 31 per cent of the 
cost of a quintal of spring wheat. Moreover, the overhead was 
increasing, being 66 per cent larger per hectare in 1935 than in 
1932.5° Uneconomical use of fuel and high cost of tractor repair 
also tended to raise production costs. 

Soviet criticism of the grain farms began early in their life- 
history and has been practically uninterrupted. A special govern- 
ment decree of November 27, 1931, castigated the management of 
the grain and other state farms for “crying inefficiency and mis- 
management,” for “criminal attitude toward state property,” for 
“shamefully large losses in the harvesting, threshing, and trans- 
portation of the crop,” and for “entirely unsatisfactory cultiva- 
tion of the soil and failure to utilize the large technical equipment 
of the state farms to increase yields.” It was, however, the failure 
of the state farms to deliver grain according to plan that provoked 
special condemnation by the government. The chairman of the 
State Grain Management Trust was dismissed in 1931. Many 
farm managers were also dismissed or even more severely pun- 

«# T. Kuznecova, “Cost of Production in Grain State Farms,” Planovoe Khosai- 
stvo, No. 2, 1937. 

5° Ibid. 
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ished during the next two years. Notwithstanding these strong 
measures, often even greater difficulties were experienced by 
Soviet authorities in extracting the grain quotas from the state 
farms than from the peasants. 

Stalin, in his speech at the Seventeenth Party Congress in 
January, 1934, pointed out with reference to the grain farms “the 
great discrepancy” between the “enormous investments of the 
state” in these farms and the actual results of their operations. 
He attributed this to the fact that the grain farms “are too un- 
wieldy; the managers are not able to cope with the enormous 
sovkhozy ; the farms themselves are too specialized, and they lack 
crop rotation, fallows, and livestock. Obviously, it is necessary to 
divide the sovkhozy and liquidate their excessive specialization.”* 
As a matter of fact, the need of subdivision and diversification 
which was just the reverse of the original stress on concentration 
and specialization was officially declared in 1931. Moreover, acre- 
age expansion came to an end in 1932, and in 1933 the total acre- 
age of grain farms was drastically reduced, especially in the drier 
regions. At the same time, the number of grain farms increased 
from 182 at the end of 1931 to 357 in 1934. While in 1931 the 
average total land area per farm was over 200,000 acres and the 
average sown area nearly 60,000 acres; in 1934 the figures were 
only 59,000 and 23,000 acres, respectively. 

Not only were the large farms divided into smaller units, but 
each farm was in turn subdivided into several semi-independent 
branches, each with its own manager and other personnel and 
equipment. These branches are actually farms in themselves. 
One grain farm near Omsk, Siberia, with a crop area of 75,000 
acres, visited by the author in 1935, had eight branches. Another 
farm visited near Novo-Sibirsk, Siberia, with an area of 43,000 
acres, had six branches. In fact, the impression which a visitor to 
a typical zerno-sovkhoz gets is of a combination of farm units 
under central supervision with various unified services, such as 
repair shops, etc. 

In addition to organizing grain farms, the Soviet government 
also developed various other types of specialized state farms, 


5* Socialisticheskoe Zemledelie, January 28, 1934. 
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among which livestock farms are noteworthy. The government 
applied the same principle of large-scale farming that was 
used in the case of the grain crisis to the solution of the acute 
livestock crisis which developed with collectivization. By the end 
of 1931 there were over a thousand state livestock farms, stocked 


TABLE 4 
SUMMARY OF STATE FARMS IN THE U.S.S.R., 1930-34" 








Item 1932 1933 





Number of all state farmst ; : 4,523 |4,742§ 
Crop area in million acres... . 9. 33-2 34.9 
Per cent of total crop area.... 3. ; 10 10.9 
Number of tractors: 

a) In thousands 27. j 64 82.7 
b) In thousand horsepower 

i 483. I ,043 

Number of employees in thou- 
sands on July 1 1,088. »035.1 |2,793-5 


Number of state grain farms... . 

Area of all crops in million 
2. , : 8 
Wheat area in million acres. . . 2. 5. 
Deliveries of grain to the state 

in million short tons|| °. : I. 
Per cent of total grain deliver- 
2 5 4 


Number of state livestock farms} 657 1,019 - 1,946 

Livestock numbers in thou- 
sands on July 1: 

a) Cattle 1,311 |2,513 : 2,513 

b) Hogs 222 873 1,301 

2,744 |4,562 4,201 




















* From official sources. 

t 1930-31, in the spring; 1932-34, at the end of the year. 

t In addition, 5,680 farms of the consumers’ co-operative organization. 

§ In addition, 3,254 farms of the consumers’ co-operative organization and 2,514 “orsy” farms. 

|| Including repayment of grain loans, amounting to 70,900 short tons in 1933 and 137,500 in 1934. 

{ According to preliminary figures, grain deliveries a the 1935 crop amounted to 1,885,000 short 
tons, of which 153,000 constituted repayment of grain 
with animals confiscated or procured from the peasants. But it 
was not long before these units, too, were bitterly denounced. A 
government decree of March 31, 1932, censured these farms for 
“inefficiency and complete lack of organization of the process of 
production, entirely unsatisfactory care of the animals, excessive 


mortality of young animals, large percentage of barrenness and 
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entirely insufficient breeding, and poor condition of the live- 
stock.”’ As in the case of grain farms, subdivision and abandon- 
ment of excessive specialization (many of the livestock farms not 
even growing an adequate supply of their own feedstuffs), has 
been the policy pursued since 1932 by the Soviet government with 
respect to state livestock farms. 

Another type of Soviet farming, interesting chiefly from a his- 
torical standpoint, are the so-called “‘orsy” (plural of “‘ors”’), or 
farms organized during the food crisis of the early thirties by 
factories, railroads, etc., to grow foodstuffs for their employees. 
Thus, the experience of the previous food crisis of the period of 
war communism (1918-21), when such farms were first organized, 
was recapitulated. The “orsy” had in 1934 a crop area of over 
3,000,000 acres (of which more than 60 per cent was under cereals) 
and accounted for 8 per cent of the total sown area of state farms. 
Just as the idea of such special factory farms was abandoned with 
the passage of the food crisis when the Nep replaced the regime 
of war communism, so are the “‘orsy”’ being liquidated at present 
with the improvement of the food situation and their land dis- 
tributed among the kolkhozy. 

Improvement in the work of the state farms, particularly of the 
grain farms, was recorded in the year 1935. The grain farms, for 
the first time, delivered to the state the 100,000,000 poods of 
grain, which was the goal set in 1928, completing all deliveries at 
an early date.* Nevertheless, official criticism of the sovkhozy 
has continued, sounding a new keynote—the unprofitableness of 
such farms. Thus the Commissar of State Grain and Livestock 
Farms concluded his report to the Council of People’s Commissars 
on September 8, 1936, in which he enumerated various defects in 
the work of these farms, by saying that “State farms show con- 
siderable losses.” 

It is true that the idea of pecuniary loss under Soviet conditions 
(with prices fixed by the government for cost factors and final 

Ya. Yurkin, Socialisticheskaia Rekonstrukciia, Selskogo Khozaistva, No. 12, 
1935; P. Kachkin, “Productivity of Labor and Grain State Farms,” idid., No. 2, 


1936. 
53 [zvestiia, September 10, 1936. 
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products alike) does not have the same meaning as under con- 
ditions of a relatively free-market economy. But what is undoubt- 
edly the root cause of the chagrin of Soviet officials is the in- 
efficient utilization of resources and the low productivity of state 
farms. For this there is ample evidence even without resorting to 
pecuniary calculations. Furthermore, with the development of 
collective farming and the perfecting of the Soviet system of con- 
trol over the kolkhozy, state farming (the rapid growth of which 
was primarily a crisis phenomenon) tends to lose its importance 
from the Soviet standpoint. After all, the state grain farms, for 
instance, never accounted for more than from 4 to 6 per cent of 
the government’s grain procurements. Farm products can be ob- 
tained by the state more cheaply, with less capital expenditure, 
from the kolkhozy.s4 Hence the criticism of the sovkhozy for un- 
profitableness. 

But the matter did not stop there. Since 1935 the Soviet gov- 
ernment has taken a more drastic step, liquidating the less effi- 
cient sovkhozy and turning state farm land over to the kolkhozy. 
This process has been continued in 1937, with government de- 
crees repeatedly specifying the acreage to be “‘cut off” from state 
farms in this or that region.’ As a result, the crop area of all state 
farms called for by the 1937 spring-sowing plan was 20 per cent 
below the figure of the 1936 plan, although the area of grain and 
livestock farms alone was only 5 per cent lower. That these de- 
creases were ordered in the face of a general increase of the crop 
area contemplated by the 1937 plan is good corroborative evi- 
dence of the “deflation” suffered by Soviet state farming, which, 
in the Bolshevist theoretical hierarchy, outranks collective types 
of peasant agriculture. 

The experience with state farms apparently cured the Bolshe- 
viks of “gigantomania” and taught them that large-sized farm 
units and extreme specialization were no substitute for good farm 
management. Certainly the term “low cost’’ could not be applied 


54 Capital investments on the part o. the Soviet government in state farms during 
the years 1928-34 are estimated at 1: billion rubles and in M.T-S. (the principal 
form of state investment in collective farming) at 3 billion rubles. 


58 Nearly 50 million acres of such land were added to the area of collective farms 
during 1936 and in the early part of 1937. See Mesiatzev, op. cit. 
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to large-scale state farming in the U.S.S.R. Caution, however, 
should be exercised in drawing conclusions from this experience 
with respect to technical efficiency of large-scale farming in 
general. It is quite likely that under more favorable climatic 
conditions than prevail in many of the regions where the Soviet 
state farms are located, especially grain farms, and with a more 
efficient and competent management, large-scale mechanized 
farming might have made a much better showing. 


RESULTS OF COLLECTIVIZATION 


In the spring of 1937, eight years after the beginning of mass 
collectivization, nine-tenths of all peasant households were com- 
bined in less than 250,000 collective farms, which were served by 
more than 5,000 machine-tractor stations. In addition there were 
about 4,000 large state farms, and a number of smaller state 
farms. Of the 328,000,000 acres under crops in 1935, kolkhozy 
had 258,000,000 and sovkhozy 40,000,000 acres. Collective and 
state farms together comprised in 1935 over go per cent of the 
crop area, while in 1929 they accounted for only a little more 
than 5 percent of the acreage. Thus, within a span of a few years 
Soviet Russia was transformed from a country of small peasant 
agriculture with more than 20,000,000 independent farm units 
of a few acres each into a country of large farms, averaging over 
1,000 acres per kolkhoz, and a much larger area, of course, in 
the case of the sovkhozy. The kolkhoz (i.e., collective peasant 
farming) has obviously become the predominant type of farm 
unit in Russian agriculture. Its competitor, the huge state farm, 
has been losing ground and its land is gradually being transferred 
to the kolkhozy. 

As for the individual peasant farmer, he is fast receding into 
history, especially in the principal agricultural regions. Of the 
approximately 21,000,000 peasant households in 1935, only about 
3,500,000, or 17 per cent, did not belong to the kolkhozy, and 
they accounted for about 17,000,000 acres, or merely 5 per cent 
of the crop area. If the individual plots of workers and of the 
members of the kolkhozy (not included in the figure of the col- 
lective area given above) are added, the total crop area culti- 
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vated individually amounted to about 30,000,000 acres in 1935 
and less in succeeding years. It is noteworthy that the total 
number of peasant households (in the kolkhozy and outside of 
them) decreased between 1929 and 1935 by a fifth, indicating the 


TABLE 5 


SUMMARY OF AGRICULTURAL AREA AND PRODUCTION IN 
THE U.S.S.R., 1913 AND 1926-35* 








Grain om Index of 
Total Grai Grain Deliveries peeve Aggregate 
Crop — Productiont (Procure- _ Production 

Areat —s Technical “ 
Area (Millions (Millions ments) f Cropst of Technical 
(Millions _— of Short (Millions ae Crops 
of Acres) (Millions 
of Acres) Tons) éinwd (1929 = 100) § 
(Per Cent) 





I 1 88.3** 
272.6 231.5 84.7 
277. 234.0 79-7 
279. 227.8 80.8 
291. 237.2 79.1 
314. 251.5 92.1 
336. 258.0 76.6 
332. 246.4 77.0 
-1345-349 |275-277  |110-117 

: 320.5 . 84.1 
. 1356-361 119-128 
324.9 ; 88.7 
1935ft... 328.1 ; 89.4 























* From official sources. 

t Includes wheat, rye, oats, barley, corn, millet, buckwheat, minor grains, and legumes. 

t Includes sugar beets, tobacco, cotton, flax, hemp, sunflower seed, and other fiber and oilseed 
crops. 

§ Derived from the annual value of output in terms of a constant price level. 

|| Figures ranging from 259,000,000 to 288,000,000 acres were given in various Soviet publications. 

4 Figures ranging from 233,000,000 to 254,000,000 acres were given in various Soviet publication s. 

** “Normal” statistical crop. The actual 1913 crop was estimated by Soviet statisticians at 
103,000,000 short tons. 

tt Specified by the first five-year plan. 

tt Adjusted official estimates. 


$§ Of this amount, approximately 11 per cent was delivered by state ore of all types, less than 
5 per cent by individual peasant farmers, and the rest by oe kolkhozy, including ents in - to 
[eed stations constituting about 20 per cent of all procurements, and repayment of seed 
loans 


large proportion of population which was forced off or left the 
land. 


Collectivization did away not only with small peasant agricul- 
ture but also with the accompanying inefficient scattered-strip 
system of farming. The abandonment of the strip system is not a 
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mean achievement when one considers the difficulties always en- 
countered in such a task on previous occasions. Nothing, perhaps, 
seems so striking to a visitor in the Russian countryside, who 
knew of the evils of Russian strip farming, than the spectacle of 
wide fields replacing what were once numerous narrow fields with 
furrowed boundary lines. 

The sweeping process of collectivization can hardly be viewed 
otherwise than as a second agrarian revolution. Separated from 
the first agrarian revolution of 1917-18 by only a decade, collec- 
tivization was the very antithesis of the former. It entirely re- 
versed what appeared to be a trend of Russian agrarian evolution 
toward small peasant farming, which culminated with the tri- 
umph of the peasant small-holder over the large landowner, in the 
revolution of 1917-18. Instead of division and equalization of 
property (the motto of the first revolution), large-scale produc- 
tion, mechanization, integration of the farm unit, and consolida- 
tion of scattered strips had become the slogans. And, unlike the 
revolution of 1917-18, which was the handiwork of the peasant 
masses themselves, with the state merely acting as a friendly on- 
looker, collectivization was a state-initiated, sponsored, and con- 
trolled process. Consequently government control, with emphasis 
on planning and expansion of production in which the needs of 
the state are the prime consideration, has been substituted for the 
former peasant individualism in which the primary interest was 
production for the peasant’s own consumption or for exchange in 
the free market. 

But, in reality, has the new collective agriculture proved to be 
a superior productive mechanism? That it worked badly in 1931 
and 1932 needs no further elaboration, except possibly to point 
out that this was, after all, the initial period, when difficulties and 
confusion were inevitable. Moreover, it was a period of bitter 
internecine struggle in the village. Nor should the impediment 
of the general cultural backwardness of the country be lost sight 
of. It is generally agreed, however, that the famine of 1932-33 
was a turning-point in the history of the kolkhozy. The famine 
taught the peasants the futility of further resistance. It also dem- 
onstrated the need, if they were to survive, of adapting them- 
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selves to Soviet policies and making the kolkhoz a going concern. 
The increase in the number of “labor days” earned per worker 
from 256 in 1932 to 378 in 1935, the speedier and more timely 
sowings, and the introduction and extension of various progressive 
farm practices testify to the improvement made, even though 
much waste, confusion, and inefficiency remain, especially in 
harvesting. Favorable weather conditions in 1933 and again in 
1935 were also helpful. Moreover, the increasing emphasis on 
economic incentives by the Soviet government doubtless had a 
stimulating effect on the productivity of the peasants, notwith- 
standing the cumbersome and complicated system of distribu- 
tion of income described previously. 

It may be observed that such devices as piece work, higher 
prices to stimulate output, permanent land tenure to insure 
proper care of the land, certainty of taxation, and a cow and an 
individual plot of land for each peasant family, all have a distinct- 
ly individualistic flavor. But it is above all the growing inequal- 
ity in the distribution of income that posits the question of 
whether the kolkhozy are really headed toward an egalitarian 
democracy as distinguished from a formal brand of collectivism, 
the essence of which lies in collective ownership of means of pro- 
duction and state control.® Such questions, however relevant, 
should probably be brushed aside temporarily in favor of the 
more urgent problem of a larger output of farm products, espe- 
cially grain, which collectivization was called upon to solve in 
the face of a crisis of underproduction. Let us compare the best 
that was achieved in this respect to date under collectivization 
and the Nep period. Taking 1926 and 1935, the years of largest 
crops during the two periods for which detailed statistical data 
are available (omitting the transitional year 1930, which cannot 
be fully classed with either period),‘’ we find first of all an increase 


86Cf. W. Ladejinsky, “Collectivization of Agriculture in the Soviet Union,” 
Political Science Quarterly, June, 1934. 

57 In 1936 the grain crops over a large area were adversely affected by a severe 
drought. Preliminary official reports indicate a considerably larger crop in 1937 
than in 1935. These reports, however, may be overoptimistic, particularly because 
of the heavy harvesting losses which may seriously reduce the outturn. 
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of 10 per cent in total grain acreage. The area under the most 
valuable cereal, wheat alone, increased by 26 per cent, so that 
wheat constituted 36 per cent of the total grain area in 1935, 
as compared with 31 per cent in 1926. The increase of grain 
acreage must be placed on the credit side of the balance sheet of 
collectivization, especially when the shortage of draft power is 
taken into acount.* 

Second, we find on the basis of official figures an increase of 17 
per cent in aggregate grain production. Impartial students agree, 
however, that the official Soviet crop estimates since 1933 must 
be adjusted downward before they become comparable with those 
of former years.” If the official grain production figures for 1935 
are scaled down by 10 per cent—a rough but conservative re- 
duction—the aggregate output of all grains would show an in- 
crease over 1926 of less than 6 per cent. Population, however, 
increased much more rapidly during the period. At the beginning 
of 1934, according to official estimates, it was 14 per cent above 
that at the end of 1926. Thus expansion of grain production, 
so vital to the improvement of the standard of living in the Soviet 
Union, has not kept pace with the increase in population. A 
comparison with the pre-war period, or the use of averages, yields 
similar results. 

In comparing production results of the collectivization period 
with those of the Nep, there must also be borne in mind the huge 
increase in machinery and the large fuel requirements incidental 
to a shift from animal to mechanical power which must be re- 
couped out of the gross farm output. It appears that the pay- 
ments in kind to machine-tractor stations alone in 1935 exceeded 

58 But the 1935 total grain area was 7 per cent below the minimum goal set by 
the first five-year plan for 1932-33—which, incidentally, was decreased by the 
second five-year plan ending in 1937. 

89 The writer discussed this point in greater detail in an article entitled “Recent 
Agricultural Developments in the Soviet Union,” Foreign Agriculture, January, 
1937, PP. 22-23. See also: V. P. Timoshenko, “Soviet Agricultural Reorganization 
and the Bread-Grain Situation,” W heat Studies of the Food Research Institute, XIII, 


No. 7 (April, 1937), 342-46; Otto Schiller, “Russland: Die Landwirtschaftliche 
Erzeugung der Sowjetunion,” Berichte ber Landwirtschaft, N.F., Band XIX, Heft 


2, Pp. 286-90. 
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the total gain in grain output (on the adjusted basis) between 
1926 and 1935. It may also be mentioned that, contrary to earlier 
expectations, Soviet Russia has not succeeded in recovering 
anything like the important position it occupied in the inter- 
national grain export trade prior to the World War. Except for 
a brief spurt in 1930-31 her grain exports remained small even 
in years of good crops, like 1933 and 1935. 

Turning our attention from grain to the so-called technical, 
intensive crops, we find that their combined area, which was 
expanding up to 1932, has declined continuously ever since. The 
proportion of technical crops in the total crop area, which is an 
important index of intensivity of agriculture, declined from over 
11 per cent in 1932 to 8 per cent in 1935, and was thus only slight- 
ly above what it was in 1928. While an improvement in the yields 
of a number of these crops took place, they were still in 1933-35 
below pre-war figures or the figures specified by the first five-year 
plan, although very high yields were achieved in individual cases. 
Some technical crops, however, have exhibited marked expansion. 
The area under cotton, for instance, in 1935 was double that of 
1928, and production about go per cent larger. 

With regard to animal husbandry, little needs to be added to 
what was said previously about the disastrous effect of collec- 
tivization. It is true that an improvement took place after 1933. 
The downward trend in livestock numbers was arrested and an in- 
crease began once more. Still, in June, 1936, the number of horses, 
sheep, and goats was only half what it was in 1928 and the number 
of cattle 80 per cent. 

From the standpoint, however, of supplying the Soviet govern- 
ment with farm products, collectivization indisputably has proved 
a huge success. Grain procurements between 1928 and 1935 in- 
creased every year but one and were more than two and a half 
times as large in 1935 as in 1928; moreover, the grain has been 
delivered to the state more promptly in recent years than former- 
ly. But plenty of force was used by the Bolsheviks to achieve 
such results. This ability to obtain ever increasing quantities of 
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grain at low prices® played a vital role in making possible the 
prosecution of the industrialization program of the Soviet govern- 
ment. The same has been true with respect to procurements of 
other products, such as sugar beets, flax, cotton, etc. Thus col- 
lectivization proved to be a much more potent weapon for the 
state acquisition of agricultural output than for its expansion. 

As for the per capita grain supply available for human con- 
sumption by the collectivized population, which is by far the 
most important index of the standard of living of the Russian 
peasants, it seems smaller than during the Nep period. In 1935, 
when grain distribution in the kolkhozy was higher than in any 
of the preceding years and nearly double that of 1932, the average 
quantity distributed per capita for all purposes amounted to 
only 249 kilograms; in 1926-27 an equivalent in terms of grain of 
approximately 260-70 kilograms was the average per capita food 
consumption alone of cereal products by the rural population. 
No similar figures are available for 1936 and 1937, but the situa- 
tion was probably less favorable in the former year, due to the 
very poor crop, but should show a considerable improvement in 
1937." 

The existence of great potentialities for increased production in 
Soviet agriculture cannot be denied. Such potentialities lie pri- 
marily in an extension and systematic application of “agro- 
technika,” or scientific farming, so effective in the more efficient 
kolkhozy, to the whole agricultural structure. The great variation 
in the extent to which “agro-technika”’ is being applied by indi- 
vidual kolkhozy and sovkhozy even of the same district is, in the 
opinion of all investigators, the root cause of the great variation 
of crop yields and outturn. The task, therefore, of pulling all the 
collective farms up to the level of the best has become, with the 

6 A kolkhoz delivering a bushel of rye to the state in 1935 in central Russia re- 
ceived for it only ro per cent more than in 1928. A kilogram of rye bread, however, 
the staple breadstuff of the Russian masses, was sold at a state or co-operative store 
in 1935 at nine times the price of 1928. There was no rationing, however, in 1935 as 
in 1928. 

& See N. Chmelevskii, Plan No. 21 (1936), p. 32, and A. Lositzkii, Statisticheskoe 
Obosrenie, No. 12 (1927), p. 21. 
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completion of collectivization and the surmounting of the more 
flagrant difficulties, a major objective of the Kremlin. The in- 
creasing appeal to economic motives in this connection has al- 
ready amply justified itself. The growing familiarity of the peas- 
ants with the new machine technique and with the results of 
modern science through agricultural extension work should, in 
the long run, increase their efficiency. But, in the quest for in- 
creased productivity of the collectivized agriculture, the Soviet 
government still has major problems to solve. Certainly it must 
find a way to eliminate the chronic shortage and poor quality of 
manufactured goods and reduce their prices much further. And 
it must work out a modus vivendi between centralized planning 
of agriculture, on the one hand, and self-government and greater 
personal initiative on the part of the collective farmers, on the 
other hand. Otherwise, there can be neither general high produc- 
tive efficiency nor real contentment in the Russian countryside. 





ACTIVITY OF MUTUAL-SAVINGS-BANK 
DEPOSITS 


W. H. STEINER’ 
Brooklyn College 


I 


CH has been heard in recent years of the “velocity” or 

“turnover” of bank deposits. Two kinds of velocity 

have been distinguished. The “exchange” or “trans- 
actions” velocity is the average number of times that a unit of 
deposits changes hands in a unit time period, and is obtained in a 
general way by dividing the volume of transactions by the aver- 
age volume of deposits. The “circular” or, less accurately, “in- 
come” velocity is the number of times that the average unit com- 
pletes its movement from consumer to producer and back again to 
consumer in a unit time period.’ 

Some questions arise in applying these two concepts, particu- 
larly that of exchange velocity, to time deposits as contrasted 
with demand deposits. The figures of debits to individual bank- 
depositors’ accounts, which are used in calculating such velocity, 
include time, as well as demand, deposits. Should the two classes 
of deposits therefore be treated, following the Committee on 
Bank Reserves of the Federal Reserve System,’ as different in 
degree rather than in kind? Should the question of the velocity 
of time deposits be regarded as concerning the circulating medium 
or means of payment—in short, as a problem in the theory of 
money? 

The answer to these queries has usually been in the affirmative. 

* The banking group (L. Browde, M. Cosgrove, I. Goldhaber, S. Mullin, and E. 


Shapiro) of the Bureau of Economic Research, Brooklyn College, co-operated with 
me in the preparation of this article. Dr. T. F. McManus kindly reviewed it. 
? On the distinction, see J. W. Angell, The Behavior of Money (New York, 1936), 
PP. 93, 120. 
3 Member Bank Reserves: Report of the Commitiee on Bank Reserves of the Federal 
Reserve System (Washington, 1931). 
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The case for treating the velocity of time deposits as similar to 
that of demand deposits rests on several bases.‘ A demand de- 
posit may be retained by its owner for a substantial period, dur- 
ing which it resembles a time deposit in important respects. On 
occasion, also, time deposits may be used directly to make pay- 
ments without previously having been converted into demand de- 
posits or currency. Finally, were no provision made for banks to 
receive time, in contrast to demand deposits, a substantial vol- 
ume of demand deposits would have to be kept inactive in order 
to serve as contingency funds. 

All these considerations apply with peculiar force only to cer- 
tain time deposits: to those that are intermediate in character 
between demand deposits and “‘pure”’ savings deposits. The lat- 
ter are a class apart, which merits separate consideration. The 
savings depositor, when making a withdrawal, receives either 
hand-to-hand money or a check or draft on a commercial bank 
that is the correspondent of the savings bank. Only when he 
passes on this money or credit instrument is a purchase really 
made (i.e., a transaction effected), and then only by the use of 
the money or credit instrument that he received from the savings 
bank or savings department. The means of payment or purchas- 
ing power includes the money or credit instruments, not the sav- 
ings deposits with which they are obtained. Savings banks do 
not “create” the means of payment. 

Moreover, the factors that determine the turnover of savings 
deposits have nothing directly to do with the means of payment. 
A decrease in (i.e., a debit to) a savings account reflects either a 
real reduction in savings funds or a shift in the use made of them. 
It arises from use of the sum in current or immediate consump- 
tion, from purchase of durable consumption goods, or from a shift 
of the sum to another investment or business use. Conversely, 
an increase in a savings account reflects a real increase in savings 
(derived from setting aside money income), a disposal of durable 
consumption goods, or a shift from some other investment or 
business use. The impelling reasons for the change in the savings 
account lie in savings factors. 

4 Angell, op. cit., pp. 8, 11 n. 
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The true significance of velocity figures for savings-bank de- 
posits is apparent when the term “activity” is employed instead 
of the term “‘velocity.”’ Or perhaps we may say that the phenome- 
non provides a third concept of deposit velocity, distinct from 
the two generally discussed and mentioned above. The present 
concept considers not how frequently an account turns over but 
how long the account stays with the bank. Unlike the checking 
account, the interest lies, not in an amplitude of fluctuation, but 
in a time span. 

Detailed figures are available for the study of mutual-savings- 
bank deposit activity. For many years, certain states in which 
these institutions (receiving only savings deposits) are found have 
published figures showing the annual turnover in their deposits. 
In the present study the data since 1900, which are available in 
Massachusetts, Connecticut, New York, and New Jersey, have 
been surveyed. The data include both the number of accounts 
opened and closed and the volume of new deposits and with- 
drawals, as well as the number and volume of deposit accounts 
on the books. The figures for the two New England states omit 
Christmas Club accounts, but those for the two Middle Atlantic 
states include them. 

Thus the study of mutual-savings-bank deposit activity can be 
more comprehensive than the usual studies of deposit velocity. 
Changes in both the number and the size of accounts can be ana- 
lyzed, and receipts as well as withdrawals can be studied. Hence, 
particular light should be shed upon one source of the supply of 
savings. The habits of individual savers who patronize the sav- 
ings bank should be clearer, with respect both to secular and to 
cyclical changes. Similarly, the field of service of the mutual sav- 
ings bank should be capable of sharper definition. And, in con- 
sequence, further knowledge should be afforded of the part that 
savings play in the business cycle. It is one of the aims of the 
present paper to inquire into the part that savings do play. 


II 


The growth in the mumber of accounts on the savings-banks’ 
books depends upon the number of accounts opened in relation 
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to the number closed. With but relatively rare exceptions, the 
number closed is less than the number opened during the year. 
The average percentage of number of accounts closed to number 
opened during the thirty-five years 1901-35 ranged from 83.6 per 
cent in Connecticut to 87.3 per cent in Massachusetts. The num- 
ber of accounts closed exceeded the number opened in only two 
years during this period in New Jersey, in only three years in 
Connecticut, and in seven years in Massachusetts, while New 
York showed a net gain in every year. Thus, growth was gradual; 
the rate of increase differed from one year to another, but sudden 
spurts, followed by retrogression, were rare. In all the states ex- 
cept New York, the closings show a tendency to increase during 
the period, as compared with the openings. 

Study of the proportion of new accounts to the number open 
on the banks’ books shows that for Massachusetts and Connecti- 
cut this percentage is declining. This means that there is relative- 
ly less active opening of new accounts in these two states over the 
years. The data for New York and New Jersey, on the other 
hand, show some decline in number of accounts opened relative 
to the total number on the books prior to 1918, followed by an in- 
crease in this proportion after that date. The percentage that the 
number of accounts closed during the year bears to the number 
open on the banks’ books shows no clear tendency. Closing of 
accounts apparently does not occur more rapidly at certain times 
than at others. The observation can merely be made that both 
New England states show a low percentage of closings during the 
twenties. 

In general, the accompanying charts (Fig. 1) reveal that ac- 
tivity in closing out accounts tends to rise and fall with activity 
in opening new accounts. While the two curves for any one 
state thus show similar movements, when the figures are plotted 
they are not exactly parallel; in Massachusetts and Connecticut, 
for instance, the curves are closer together in the later years than 
in the earlier years, reflecting the relative decline in openings that 
took place. 

The closings, especially during the earlier years of the period, 
seem to show a one-year lag behind openings. This is particularly 
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evident when the points at which changes have taken place are 
considered: the peak in closings occurs one year after openings 
have reached a peak, and the same is true of the low points. The 
reason for this lag would seem to be as follows: When business 
improves, pay rolls increase, and unemployment falls, the open- 
ing of new savings bank accounts promptly increases also. Since 
individuals tend to cling to their savings accounts as a last bul- 
wark against adversity, there has been a reluctance during the 
preceding depression to draw upon these accounts, and even more 
unwillingness to close them entirely. Instead, depositors tend to 
curtail expenditures, restrict purchases, and resort to all other 
means possible of obtaining funds before drawing on their sav- 
ings accounts. Hence, closings lag behind openings and reach a 
low point after openings have already begun to rise. Conversely, 
when business begins to recede, and the income of the wage and 
salaried workers who patronize the savings bank begins to fall 
because of decreases in pay rolls and lessened employment, fewer 
new accounts are opened. Those less favorably situated finan- 
cially are unable to resist drawing upon their savings after a time, 
and thus closings of accounts reach their peak after openings have 
already begun to decline. As business depression deepens, the 
reluctance of individuals to trespass upon their savings asserts 
itself and the closing of accounts falls off. Thus the attitude of 
the individual depositor toward his savings account makes the 
opening of new accounts a much more prompt and accurate re- 
flection of business conditions than is their closing.’ 

The mortality of savings accounts is surprisingly high. Many 
accounts are opened each year, but only a slightly smaller number 
are closed. The steady growth shown in the number of accounts 
that are open on the books of savings banks results from a rela- 
tively small net increase each year. Apparently, a considerable 
churning-about or shifting occurs within the field that the sav- 
ings banks cultivate. 

Openings and closings are some 50 per cent higher in New York 
and New Jersey than in Massachusetts and Connecticut. This 
perhaps reflects the different status of the savings banks in the 


5 A similar analysis applies to the volume of deposits and withdrawals. 
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two groups of states. But even in the two New England states, 
an average of one-tenth of the total accounts are closed each year 
and of from one-eighth to one-seventh opened. In the two Middle 
Atlantic states, one-sixth are closed and about one-fifth are 
opened. Combining openings and closings, there is a turnover of 
from one-fourth to one-third of the accounts each year; that is to 
say, the names of the depositors at the end of the year may include 
as little as three-fourths to two-thirds of the names which were 


TABLE 1 


PERCENTAGE OF NUMBER OF ACCOUNTS OPENED AND 
CLOSED TO THOSE OPEN 





























Percentage of | Percentage of 
State Number of Ac- | Number of Ac- Combined 
counts Opened | counts Closed Percentage 
to Those Open | to Those Open 
Averages 
Massachusetts. ...... 12.5 10.7 23.2 
Connecticut......... 14.1 11.7 25.8 
eee 19.6 16.4 36.0 
New Jersey.......... 19.0 16.1 35.1 
Ranges 
Massachusetts. ...... 14.9- 9.9 13.1- 9.8 26.7-20.0 
Connecticut......... 18.1-11.1 13.9- 9.8 30.0-20.7 
| ee 25.0-16.0 21.2-13.8 43 .3-31.0 
New Jersey.......... 24.2-14.6 21 .6-13.0 45 .5-27.6 











on the banks’ books as depositors when the year opened. In in- 
dividual years the range of openings and closings by states is even 
greater: from one-tenth to one-fifth the accounts are closed and 
from one-tenth to one-fourth the accounts are opened. Thus as 
few as 20 per cent and as many as 45 per cent of the accounts may 
be represented by different names at the end of the year. This is 
shown in Table 1, which is based upon data for the years 1901- 
35, inclusive. 

Stated somewhat differently, this means that the average sav- 
ings bank account has been on the books for approximately six 
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to nine years. The latter figure obtains in the New England states; 
the former, in the Middle Atlantic states. At certain times, the 
average life of an account has been considerably shortened. Nor 
do these averages tell the whole story. The older savings banks 
have on their books a considerable number of accounts that have 
been there for years. In view of this fact, the short average life 
just cited means that the remaining accounts are of even shorter 
duration than the average. The rapidity with which these very 
short-lived accounts turn over offsets the smaller turnover in the 
other older accounts. 

This surprisingly high mortality, this heavy turnover in ac- 
counts, means tremendous lost motion in the conduct of savings- 
bank operations. Some of the banks’ depositors remain with them 
but many come and go with the wind. The banks have devoted 
much time, effort, and money to popularize the habit of thrift; 
yet its expression too often seems to be merely fleeting instead of 
permanent. It would seem that too much of the banks’ efforts are 
directed toward securing new depositors on the books and too lit- 
tle toward retaining those who are already enrolled as depositors. 
Surely this is not socially desirable. It can hardly be said that 
the savings bank, like the commercial bank, provides safekeeping 
for the temporary surpluses of its depositors. It must be said that 
the savings banks have given some recognition to the problem, 
and on their part have sought to meet it by education and by such 
devices as the refusal to pay interest on sums withdrawn before 
the close of a quarter year. But the data show that their efforts 
to date have been attended with but indifferent success. 

Perhaps a partial explanation of this heavy turnover is afforded 
by available figures which classify savings-bank depositors. Of 
those who opened accounts with the Philadelphia Savings Fund 
Society from 1925 to 1930, inclusive, 44.3 per cent of the 152,850 
male depositors and 43.7 per cent of the 197,158 female depositors, 
were minors. Young people not yet of age are hardly likely to 
adopt as serious an attitude toward their savings accounts as are 
those who are somewhat older. 

*W. J. Carson, Savings and Employees Savings Plans in Philadelphia (Phila- 
delphia, 1936), p. 5. 
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Ill 

The volume of deposits on the books of the mutual savings banks 
is a function of the amount deposited and the amount withdrawn 
during the course of the year. The amount deposited, of course, 
includes the sums placed in new accounts, as well as in those al- 
ready on the books. Reflecting the importance of interest credit- 
ed, for the thirty-five years from 1901 to 1935, the average with- 
drawals in New York and New Jersey were only slighty less than 
new deposits (96.9 per cent and 95.6 per cent, respectively), and 
in Massachusetts and Connecticut withdrawals on the average 
exceeded new deposits (102.2 and 102.1 per cent, respectively). 
Only in a minority of the years, however, did the amount with- 
drawn exceed the amount deposited during the year. Specifically, 
withdrawals exceeded new deposits in sixteen years in Massa- 
chusetts, in thirteen years in Connecticut, twelve years in New 
York, and seven years in New Jersey. Prior to 1914 only was 
there some tendency evident for the withdrawals to increase rela- 
tive to the new deposits made (omitting the panic year 1907-8). 
For the purpose of the present analysis, however, interest credited 
to depositors’ accounts will be omitted and the volume of new 
savings brought to the banks alone considered. This isolation of 
the influence of new deposits makes possible a more thorough 
analysis of the savings habits of individual depositors. 

When study is made of the percentage which the amount of 
new deposits is to the total volume on deposit, no general trend is 
discernible. We merely observe that from about 1905 to 1915 
this percentage figure declines in New York and New Jersey, 
while in Massachusetts and Connecticut it drops from 1923 to 
1933. Only during these periods is there a tendency toward less 
active deposit of funds. Nor is there any general tendency 
throughout the thirty-five-year period for the percentage of with- 
drawals during the year to the amount on deposit, either to rise 
or to fall. We merely note that in all four states there were rela- 
tively large amounts both deposited and withdrawn during the 
decade of the twenties, as compared with the other years of the 
period under review. 

Broadly speaking, activity in making new deposits rises and 
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falls with activity in withdrawing funds on deposit. Increased de- 
posits are accompanied by increased withdrawals, and vice versa. 
While curves showing the figures for deposits and withdrawals, 
when plotted, thus show similar movement, they are not exactly 
parallel. In all four states, in fact, these curves are not as close 
together since about 1919 as they were previously. 

When the volume of new deposits and withdrawals is compared 
with the number of accounts opened and closed, the former dis- 
play relatively greater activity. Otherwise stated, the figures for 
number of accounts opened and closed show greater stability than 
the figures for the volume of deposits and withdrawals. In fact, 
the percentage figure representing changes in dollar volume is 
roughly double that representing changes in number of accounts. 
This is due in part to the fact that the former percentage figure 
includes transactions that involve changes in the size of accounts, 
not merely their opening or closing. 

Withdrawals in general seem to show a one-year lag behind 
new deposits. That is to say, the peak of withdrawals occurs one 
year after the peak in deposits, and similarly the low point of with- 
drawals is reached one year after that for deposits. This lag in 
points of change is less pronounced, however, than is the lag 
shown by the number of accounts, discussed above. And the 
New York data show some two-year lags in withdrawals behind 
new deposits. Stated otherwise, while the opening of savings ac- 
counts reflects changes in economic conditions more clearly than 
does their closing, this is true to a lesser extent of new funds de- 
posited as compared with funds withdrawn. Of the four items— 
accounts opened, accounts closed, amounts deposited, amounts 
withdrawn—accounts closed would seem to afford the poorest 
reflecuon of changes in economic conditions, whereas accounts 
opened and amounts of newly deposited funds afford the best 
reflection of such changes. 

The explanation for the lag in withdrawals follows the same 
general outlines as the explanation for the lag in closings. As im- 
plied in the preceding paragraph, both run largely in terms of 
changes in business activity and economic conditions. With busi- 
ness inactivity, the flow of payments from employers to employees 
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is curtailed and new deposits at the savings banks decline.’ How- 
ever, withdrawals do not begin at once to decline. Conversely, 
with increasing business activity, bringing with it a decline in un- 
employment and increase in pay rolls, new deposits increase. 
Withdrawals only begin to rise somewhat later. In short, new 
deposits rise and fall with the rise and fall in business activity, 
but withdrawals reflect changes in business conditions much more 
slowly. 

Deposit activity is again substantially higher in the two Middle 
Atlantic states than in the two New England states. In New Jer- 
sey deposit activity is about double that of the New England 
states, and in New York it is about 50 per cent higher. But even 
in Massachusetts and Connecticut, on the average, one-fifth of 
the amount on deposit reaches the bank each year as new deposits, 
and the same proportion is withdrawn. In New York the figure 
is three-tenths, and in New Jersey two-fifths. Combining both 
newly deposited amounts and amounts withdrawn, it is found 
that about two-fifths to four-fifths of the sum on deposit changes 
hands in a single year. In individual years the range by states is 
even greater. From one-seventh to four-sevenths of the total 
amounts on deposit are newly deposited, and from a sixth to a 
half withdrawn. This is brought out in Table 2, which is based 
upon data for the years 1901-35, inclusive. It is observable from 
this table that the range on withdrawals is narrower than the 
range on deposits. This tends to confirm the view, previously ex- 
pressed, that deposits are more sensitive to changes in business 
conditions. 

Stated somewhat differently, our analysis shows that, looking 
at the withdrawals, the average dollar on deposit in the savings 
bank has remained there between two aud one-half and five years. 
The higher figure is applicable in the New England states, the 
lower one in New Jersey. New York is in between, with an aver- 
age life for deposit accounts of almost three and a half years. As 

7 See the analysis of Carson, ibid., pp. 80-82, who, however, includes interest 
credited with new deposits. Specific factors may also enter; e.g., following the severe 
retrenchment after 1929, many depositors engaged in a spending spree (for which 


they drew upon savings accounts) when they again felt themselves reasonably se- 
cure. 
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the ranges show, the average length of time that a dollar is on 
deposit in certain years has been far less. When it is recollected 
that many accounts of long standing on the books are practically 
dormant, with little activity, it is evident that the remaining ac- 
counts must display considerably greater turnover than the aver- 
age in order to offset those which show little change.* It may be 
possible that, in addition to those who are saving against the 


TABLE 2 


PERCENTAGE OF AMOUNTS DEPOSITED AND WITHDRAWN 
TO AMOUNTS ON DEPOSIT 








Percentage Percentage . 
“Deposited’’ to | “‘Withdrawn”’ to Combined 


“On Deposit”’ “On Deposit” Percentage 








Averages 











Ranges 





27.4-13.6 24.3-16.4 51.1-32. 
33-7-16.6 30.4-18.6 64.1-36. 
4°.7-23.0 40.2-22.4 75.6-46. 
55.1-32.8 48.5-31.8 103 .6-65. 








needs of old age, another group, composed of young people and 
those with a short-run objective dictated by necessity or some par- 
ticular appeal, is also served by the savings bank. Whatever the 
explanation, it is obvious that a considerable amount of wasteful 
effort occurs in the conduct of savings-bank operations. 
Nevertheless, the turnover in savings-bank deposits is not near- 
ly so rapid as the rough estimates of time deposit velocity would 
imply. Burgess has estimated that time deposits turn over twice 
®In fact, it may even be said, since the percentage withdrawn approximately 


equals the percentage deposited, that the average dollar now deposited remains in 
the bank for only a single year. 
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a year.’ That is, the amount withdrawn each year is twice the 
amount on deposit. The data presented in Table 2 show that this 
figure is entirely inapplicable to the mutual savings banks. The 
rate of turnover for the deposits of the mutual banks is only one- 
fifth to two-fifths (which is from one-tenth to one-fifth as rapid as 
the Burgess estimate). 

This discrepancy may be accounted for in only two ways. First, 
it may be said that national and state banks and trust companies 
entered the savings field at a later date, and so had built up no 
decades-old backlog of inactive accounts. Second, the time de- 
posits of institutions other than mutual savings banks probably 
contain a considerable volume of deposits whose real nature is 
more akin to demand deposits than to true savings.’ The growth 
of time deposits during the twenties, in other words, represented 
in considerable measure a mere shift in deposits from demand ac- 
counts to the time-deposit category, rather than a growth in genu- 
ine savings. Yet, in 1927 Burgess was inclined to minimize the 
importance of this shift in deposits and to hold that “time de- 
posits” in commercial banks were, to a considerable extent, genu- 
ine savings deposits. This view he reiterated in 1936, although 
qualifying his statement on that occasion by indicating a number 
of factors which made it impossible to state definitely to what ex- 
tent time deposits represented true savings.” 

For only one state, namely, Massachusetts, are complete data 
available showing the number of transactions, both deposits and 
withdrawals. The Massachusetts figures can hardly be considered 
as representative for all four states, since in Massachusetts the 
number of accounts on the books reached a peak in 1929, whereas 
in the other three states the peak was reached in 1935. There was 
a more pronounced rise in number of deposits made than in with- 
drawals up to the time of the World War, but after 1923 the rise 
in withdrawals was as spectacular as was the drop in new deposits. 
In fact, both new deposits and withdrawals would now seem to be 

° Journal of the American Statistical Association, 1923, pp. 727-40. 

% See the Annual Reports of the Federal Reserve Board for 1926 and 1927. 


™W. R. Burgess, The Reserve Banks and the Money Market (New York, 1927), 
Pp. 37-38 (rev. ed. [New York, 1936], pp. 36-39). 
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on a permanently higher level (the latter some 50 per cent higher) 
than at the opening of the century. Nevertheless, there have 
never been, on the average, as many as two deposits in any one 
year in a single account, nor as many as one and one-half with- 
drawals; and at the opening of the century there was only one de- 
posit and three-quarters of a withdrawal. 

The number of transactions has corresponded, in general, more 
closely with the amount of openings and closings than with the 
volume of deposits and withdrawals. With the passage of the 
years, however, openings and closings have, on the whole, ac- 
counted for a smaller percentage of the deposits and withdrawals 
made. This reflects the fact that, in relation to the number of 
accounts on the books, openings have declined and closings re- 
mained constant, whereas both deposits and withdrawals have 
increased. 


IV 


The study here made proceeds on the thought that the activ- 
ity of savings deposits is a savings, and not a currency or mone- 
tary, problem. It therefore employs a concept of the activity of 
deposit accounts instead of their velocity. The study seeks to 
shed light on savings habits and the field of service of savings 
banks, as well as on the way savings are affected by the business 
cycle. The study has been restricted to the field of monetary sav- 
ings, to the exclusion of “real” savings. 

The results of this study may be summarized in the following 
conclusions: 

1. The number of accounts opened, with but rare exceptions, 
exceeds the number closed. Accounts opened tended to show a 
relative decline before 1918; thereafter the decline continued in 
New England but was checked in New York and New Jersey, to 
be succeeded by an increase in the latter states. Neither relative 
increase nor decrease occurred in the closing of accounts, and the 
same is true both of new deposits and withdrawals. 

2. Activity in closing accounts rises and falls, on the whole, 
with activity in opening them, and similarly with the volume of 
deposits and withdrawals. But activity, when measured in terms 
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of dollar volume, is relatively twice as great as when measured by 
the number of accounts. 

3. Closings show a one-year lag behind openings; and with- 
drawals show a similar, though less marked, one-year lag behind 
deposits, which is explainable by reference to changes in savers’ 
attitudes in relation to changes in business conditions. 

4. The turnover in accounts, both in number and volume, is 
extremely heavy. Including accounts of long standing, the aver- 
age dollar remains on deposit between two and one-half to five 
years, and the life of the average account is from six to nine years. 
This means that considerable waste effort is expended in savings- 
bank operations. Efforts on the part of the savings banks to re- 
tain accounts (which would increase their average life) have met 
with but limited success. 

5. Previous estimates of time-deposit velocity of twice a year 
appear to be far too high, unless this figure includes as time de- 
posits a large proportion of what are demand deposits in all but 
name. 

6. Considerable differences exist between the two New Eng- 
land states and the two Middle Atlantic states. 

7. Based upon data for one state only (Massachusetts), the 
volume of transactions, both deposits and withdrawals, has shown 
relative increases since the opening of the century. 
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PROTECTIVE DUTIES, TRIBUTES, AND 
TERMS OF TRADE 


G. A. ELLIOTT 
University of Alberta 


dent utility curves Professor Viner shows’ that the existence 
of revenue duties tends in certain cases to increase the probabil- 
ility of a change in the terms of trade favorable to the paying country 
when a tribute or indemnity is imposed. He does not point out, how- 
ever, that a protective duty tends to increase the probability that the 


| | ent conditions of constant costs with linear and indepen- 
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terms of trade will turn against the paying country.? The demonstra- 

tion may be made graphically by means of diagrams of a type but 

little different from those Professor Viner uses. Suppose a unit of pro- 

ductive services is chosen under equilibrium price conditions and let 

BC (Fig. 1) represent the total number of such service units in country 

1. Suppose that under prevailing price conditions the inhabitants of 
* Studies in the Theory of International Trade (New York, 1937), pp. 345-47. 


2Cf. my “Transfer of Means-of-Payment and the Terms of International 
Trade,” Canadian Journal of Economics and Political Science, I1 (November, 


1936), 485. 
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country 1 are willing to spend BF units of their resources in obtaining 
home-produced commodities (X), and FC units in obtaining imported 
commodities (Y), (Z). Let ABB’ and ACC’ be the loci of B and C, 
respectively, when the total resources of the country are varied in 
such a way that, tastes being constant, relative prices under equilib- 
rium conditions are not changed. If units of the commodities are 
chosen so that one unit of the productive services will purchase one 
unit of each good, then BF and FC are the amounts of home-produced 
and imported commodities that a typical inhabitant of the country 
will purchase, under the conditions supposed, multiplied by the number 
of inhabitants. The equality of BD and CE shows that for each typical 
individual a unit’s worth of each of the commodities is equally desirable 
when total income is spent in the proportion BF : FC. These loci 
then give a picture of the composite tastes of individuals in country 
1 for the two groups of commodities. 

Similarly in country 2, suppose that a unit of resources is chosen 
equal in value to that selected for country 1 under equilibrium price 
conditions. MN represents the total number of such factor units em- 
ployed in country 2. MR are used in obtaining imports (X); RN in ob- 
taining home-produced goods (Y), (Z). LM’M and LN’N, the loci of 
M and N, give a representation of the way in which resources will be 
used in securing foreign and home-produced goods, respectively. The 
equality of MP and NQ shows that for each typical individual in 
country 2a unit’s worth of each commodity is equally desirable when 
total income is spent in the ratio MR: RN. The equality of PK to OE 
shows the equality in the value of imports of the two countries under 
equilibrium conditions. 

Now suppose a tribute is imposed on country 2. Under the condi- 
tions of Figure 1 this will not result in a change in the terms of trade. 
Suppose, for example, that the tribute is equa] in value to one-half 
the total value of factor services in country 2. The paying country, 
under the conditions supposed, will be ready to surrender PP’ of the 
commodity (X) and Q’Q of commodities (Y) and (Z), since the amounts 
then retained have equal marginal utilities as shown by the equality 
of M’P’ to N’Q’. But country 1 is willing and because of the tribute 
is able to increase its purchases of the commodities in exactly these 
amounts without price changes. This is shown by the equality of B’D’ 
with C’E’. Under the conditions represented by this diagram, then, 
the tribute can be paid without permanent change in the terms of 
trade. 
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Consider now the effect when country 1 imposes a prohibitive pro- 
tective duty on a commodity (Z) which constituted, say, two-fifths of 
its original imports from country 2 and proceeds to produce it at home 
at five-fourths the cost in terms of factor services. Let us start from 
the original situation when there was no tribute. If the unit of country 
1 factor services originally adopted is retained as unit of measurement, 
the aggregate resources of country 1 are represented by bc = BC, 
but a unit of the protected commodity (Z) will be four-fifths the size 
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of the original unit and it will be domestically produced. This is shown 
by shifting the line of expenditure on home commodities from ABB’ 
in Figure 1 to a’a’’bb’ in Figure 2. Also the factoral terms of trade 
between the two countries will change in favor of country 1. Country 
1 will therefore obtain its remaining imports (Y) at lower cost in 
terms of factor services. Suppose the ratio of the new to the old factor 
cost is p. The fraction p must be such that under the new price con- 
ditions the imports of each country are equal in value, and the new 
measure of total resources of country 2, mn (Fig. 2), is p times the 
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old measure MN in Figure 1. (In the diagram p is approximately one- 
half.) p being thus determined, the new unit of goods produced in 
country 2 will contain 1/p times the former amount. Moreover, in 
country 1 the commodity (Z) is no longer imported. This is shown 
by changing ACC’ to acc’ and LN’N to In’n. Since the unit of factor 
services in country 2 has been adjusted so as to be equal in value to 
the old unit in country 1, the unit of imported goods (X) is not changed 
and l’m'm (Fig. 2) has the same position as LM’N (Fig. 1). The new 
value of imports and exports is oe = kp. 

Now suppose that country 2 is required to pay to country 1 a tribute 
amounting to one-half the current value of its factor services. (lor 
diagrammatic convenience this tribute is smaller than the one supposed 
in the first situation but this does not affect the conclusion.) Country 
2 is ready to give up pp’ of the foreign-produced commodity and gq’ 
of its home product. But if the receiving country accepted the com- 
modities in this proportion, the marginal utility ’d’ of its own product 
would be greater than the marginal utility c’e’ of the paying country’s 
commodity. Equilibrium no longer exists. To re-establish it requires 
a fall in the prices of the paying-country commodities and factors. 
After the protective duty is imposed, then, a tribute, under the cir- 
cumstances supposed, necessitates a change in the terms of trade un- 


favorable to the paying country; whereas, under the same circum- 
stances except for the absence of protection, the tribute would result 
in no change in the terms of trade. 

A similar argument would apply in the practically less important 
case of a prohibitive export duty which led to the production of the 
taxed commodity in the country which formerly imported it. 
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“GOLD-PARITY DEPRESSION IN NORWAY AND 
DENMARK”—A DISCUSSION 


A CRITICISM 


C. LAWRENCE CHRISTENSON 
Indiana University 


R. LESTER’S article on “The Gold-Parity Depression in 
M Norway and Denmark, 1925-28,” in the August, 1937, num- 
ber of the Journal of Political Economy, furnishes a welcome 
review of two important cases of currency deflation upon which little 
has hitherto been available in the English literature. While there may 
be some question as to the form of presentation of this material," in gen- 
eral most of the salient facts concerning the exchange-policy contro- 
versy which raged in these two countries during the period 1923-28 are 
accurately and skilfully set forth. There is room for comment, how- 
ever, on certain conclusions drawn from these facts. 

The final statement in the first paragraph of Mr. Lester’s conclu- 
sions (p. 464) reads: 

Finland’s experience from 1922 to 1928 indicates that Norway and Den- 
mark could have avoided a severe economic depression and extreme economic 
disequilibrium by provisional stabilization of the exchange rate, followed by 
devaluation rather than deflation to pre-war parity [italics supplied]. 


In view of the fact that it is stated earlier (p. 462) that “Finland fol- 
lowed the course that the Norwegian and Swedish economists had ad- 
vised,” this conclusion does these authorities, as well as the direction 
of the central banks involved, rather less than full justice. Although it 
may be correct to say that “there seems to be widespread agreement 
among the authorities in Norway that the return to pre-war parity was 
a serious blunder,” it is doubtful whether there are many who would 
go so far as to say that the Norwegian slump of 1925-28 could have been 
avoided by the devaluation course. The case for devaluation, what- 
ever its merits, certainly gains nothing by overstatement. 

The comparison of Norway’s experience with that of Finland might, 
moreover, well be reconsidered in the light of the very pertinent infor- 
mation on the importance of wood pulp and related products in the 
export trade of these northern countries which was unfortunately rele- 
gated to a footnote (p. 464, n. 79). Without questioning the contention 

* In particular, the charts appearing on page 437, and the argument which flows 


from them, might have to be strengthened by taking account of the relative signifi- 
cance of unions and of the industrial populations in each of the countries involved. 
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that monetary policy may have influenced the course of economic 
events in the direction indicated, I nevertheless think it appropriate to 
emphasize that this comparison with Finland entirely overlooks the 
important probability that a part of Finnish prosperity (no one can say 
how much) was due to the very fact of Norwegian deflation occurring 
more or less simultaneously with Finnish devaluation. The fact of 
competition in the world-market on a basic commodity (wood pulp) 
should act as a warning. If Norway’s monetary policy is to be 
assessed with some (or all, as seems to be implied) of the blame for the 
plight of her own industry, it may also be entitled to some of the credit 
for Finnish prosperity. To assume that the 1925-28 Norwegian de- 
pression could have been exchanged for Finnish prosperity simply by 
the process of devaluation is to claim more than the available facts will 
support. 

The implications of the conclusion concerning the influence of 
speculation, furthermore, appear to be out of harmony with the very 
proper review of the facts (pp. 443-44, 455-56) as to speculation in 
Danish and Norwegian foreign exchange. Thus it is claimed that 
(p. 465): 

In both Norway and Denmark the central bank brought on the depres- 
sion by attempting to raise the exchange value of the krone through its dis- 
count policy and through official declarations of policy either by the bank’s 
officials or by the government in power at the time. Experience in both coun- 
tries proved that exchange speculation both at home and abroad makes it 
impossible to follow the deliberate policy of gradual appreciation in the ex- 
change value of a currency. 


This contention is then followed by these two sentences: 

This does not, however, mean that the central bank cannot regulate both 
the external and the internal value of the country’s currency over a period of 
time. All that currency speculation did was to anticipate the long-run 
monetary program of the bank. 


If this first proposition is correct, then it certainly means that the 
power of a central bank to “regulate” may be very greatly curbed by 
speculative influences under conditions such as those described. Under 
such circumstances it is a moot question whether the power to “‘regu- 
late” lies in the hands of the central bank or not; in any case, whether 
the power exists or not, it cannot be effectively used. More pointedly 
still, it may be noticed that if the last quoted sentence means that ir- 
respective of currency speculation monetary policy alone would have 
served to generate the same movements in employment and produc- 
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tion indexes as actually did take place, then this sentence certainly goes 
beyond the reasonable inferences from the facts as given. It may not 
be possible to isolate the influence of speculation, but in both the 
Danish and the Norwegian cases currency speculation was so promi- 
nent a part of the picture that there is little doubt of its contribution 
to the acceleration of the deflation. Mr. Lester’s own discussion of the 
movement of costs and selling prices (pp. 447, 459, and later at 465) 
should have suggested that the rate of the deflation is one of the most 
essential elements in the problem. 

A final comment concerns an important point which nowhere ap- 
pears to have been given adequate consideration. None of Mr. 
Lester’s facts or conclusions necessarily preclude its consideration, but 
it seems highly probable that some of the conclusions might have been 
modified had some attention been given to the matter. This point is 
concerned with the relative size of the nations involved. Both Den- 
mark and Norway are small countries. The power of a central bank in 
such countries may very well be different (just how different is an 
essential part of the problem) from that of the Federal Reserve Board 
or the Bank of England. Closely related to this is the significance of 
the character of a nation’s foreign trade. Until some special attention 
is given to these factors, the full meaning of the lessons of the “gold- 


parity depression in Norway and Denmark” cannot be revealed. 


A REJOINDER 


RICHARD A. LESTER 
Haverford College 


Mr. Christenson, by emphasizing three words of one sentence in 
my article, concludes that I imply that a// the blame for industrial de- 
pression in Norway from 1925 to 1929 rests on the gold-parity mone- 
tary policy. No such implication was intended. The sentence should 
be read as a whole. I said in the sentence he refers to that “Norway 
and Denmark could have avoided a severe economic depression and 
extreme economic disequilibrium by provisional stabilization’ as Fin- 
land did (italics not in original). That does not say that these two 
countries could have avoided the need for making any economic ad- 
justments. It only says and means that readjustment was made in- 
finitely more difficult by an increase of roughly 50 per cent in the ex- 
change value of the currency and a corresponding drop in internal 
prices. Had Norway or Denmark devalued in a way that involved no 
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rise in the exchange value of their currency, the readjustment required 
probably would, however, have been somewhat less than that in Fin- 
land, France, Italy, and Belgium after the World War, in all of which 
inflation had been carried to a much greater degree. Such readjust- 
ment did not produce a depression in Finland, France, Italy, or 
Belgium. 

The second issue that Mr. Christenson raises with regard to my 
article concerns the power of the central bank of a country to control 
the internal value of that country’s currency and hence, in the long 
run, its exchange value, despite the activities of exchange speculators. 
In this connection Mr. Christenson seems undecided as to the meaning 
of my conclusions. Perhaps they were stated in a more direct form in 
the body of the article, especially when I summarize (on p. 439) Pro- 
fessor Bertil Ohlin’s conclusions on the Danish currency prior to 1927. 
Ohlin’s final conclusion was, to quote from my article, “that the Danish 
krone’s external, as well as its internal, value could be regulated by 
the central-bank’s monetary policy.” 

I do not deny that speculation may accelerate the attainment 
of the objective of a central bank’s monetary policy, if the objec- 
tive is known or surmised. That was the import of the conclusion 
in my article that seems to puzzle Mr. Christenson. But my conten- 
tion is (and the economists I talked with in Scandinavia agreed with 
me) that, under the then existing circumstances, the central banks in 
Norway and Denmark could have eventually made the exchange value 
of the currency any figure that they chose between the old gold parity 
and so per cent of the old parity, even though speculators should have 
attempted to establish a higher or lower rate. The central bank, being 
the only note-issuing agency, has almost complete control over the 
money supply when on a paper standard, especially if the people make 
most of their payments in the bank’s own notes rather than by check, 
as was true in Norway and Denmark during that period. I contend, 
and again the Scandinavian economists I interviewed agreed, that the 
central bank has this power over the value of its currency, regardless 
of the relative size of the nation involved. Why, in the long run, 
should a central bank’s control over the internal value of its notes 
diminish with the size of the country? Why should the size of a coun- 
try make any difference in the long-run influence that exchange specu- 
lators can have upon such items as M, V, or T in the equation of ex- 
change? The central banks in Norway and Denmark during this period 
had practically complete control over the money supply, and exchange 
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speculators could hardly cause a permanent increase in V or in T with- 
in the country. 

Finally, there are one or two matters of fact that need to be cleared 
up. Although Finland did not legally devalue until December 10, 1925, 
the central bank in Finland had since December, 1923, kept the ex- 
change value of the currency at approximately 39.7 marks to the U.S. 
dollar, the figure at which Finland legally stabilized two years later. 
Consequently, the monetary policy in Finland (including the act of 
devaluation) had no more effect on prosperity or depression in Norway 
from 1925 to 1929 than it would have had if Finland had gone on the 
gold standard in December, 1923, instead of two years later. Fin- 
land’s devaluation, therefore, had nothing to do with Norway’s de- 
pression from 1925 through 1928, although one might get that impres- 
sion from Mr. Christenson’s remark about “the important probability 
that a part of Finnish prosperity (no one can say how much) was due 
to the very fact of Norwegian deflation occuriing more or less simul- 
taneously with Finnish devaluation.” Also, Finland, in returning to 
gold, does not seem to have undervalued her currency, for the yearly 
index of the price level in Finland remained at almost the same figure 
(the range of fluctuation was less than 4 per cent) for every year from 
1923 to 1929, and Finland’s imports increased more rapidly than her 
exports during those years. 

Furthermore, Mr. Christenson seems to be wrong in pointing out 
that Norway and Finland both supply the world-market with the same 
wood products, and from this fact concluding that “the available facts” 
indicate “the important probability that a part of Finnish prosperity 
was due to the very fact of Norwegian deflation” and depression from 
1925 through 1928. One wishes he had offered some data to prove that 
Norway’s fall gave Finland a boost. The truth is that Finland’s pros- 
perity seems to have been based upon an expansion in the internal 
market rather than the external market. During every year from 1924 
to 1929 the total value of Finland’s exports failed to rise as much as her 
total imports. With regard to wood products, which Mr. Christenson 
specifically mentions, the domestic consumption of Finnish timber dur- 
ing this period increased more rapidly than did the exports of timber. 
The increase in the value of Finland’s exports of timber and wood 
products (including paper) was greater from 1923 to 1924 than the 
average yearly increase for the period from 1924 to 1929 or any two 
years within that period," when Norway was suffering from deflation 


* No correction for yearly changes in the price level is needed, since the price 
level was extremely stable during this period. 
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and depression. Indeed, such timber and wood products accounted for 
approximately 89 per cent of the total value of Finland’s exports in 
1923, whereas by 1927 and 1928 the same items accounted for only 
about 75 per cent of Finland’s exports. Such facts contradict any no- 
tion that Norway’s or Denmark’s loss meant a corresponding gain for 
Finland. Business conditions in a country are generally made worse 
rather than improved by a severe decline of business in two neighbor- 
ing countries. 


A REPLY 


C. LAWRENCE CHRISTENSON 
Indiana University 


The appropriate reply to the first point of Mr. Lester’s rejoinder to 
my earlier note is simply to request the re-reading of the entire original 
sentence beginning with “Finland’s experience,” as it appeared on 
page 464 in the August issue of the Journal, without the italics supplied 
by me in my note or those used by Mr. Lester in his rejoinder. The 
expansion in his restatement removes some of my objections, but it also 
dilutes his original statement considerably. 

On the matter of the central bank’s powers to counteract the in- 
fluence of speculation, there is a distinction which should be made 
between its ability if a given exchange rate is to be maintained and its 
control during a transitionary period while the rate is being moved 
from one level to another. A large part of Mr. Lester’s own material 
certainly suggests that it may be much easier to maintain a rate than 
to regulate the movement; and, moreover, that it is much easier to do 
the latter under some circumstances than under others. It was not, 
therefore, the admission that “speculation may accelerate the attain- 
ment of the objective of a central bank’s monetary policy,” as stated 
in Mr. Lester’s rejoinder which puzzled me; but rather the uncondi- 
tional conclusion that “This does not, however, mean that the central 
bank cannot regulate both the external and the internal value of the 
country’s currency over a period of time.”’ Mr. Lester’s rejoinder does 
not serve to remove this ambiguity. 

Finally, on the point of the comparison with Finland, I must myself 
plead guilty to the use of language which may have been misleading. 
It was not my intention to assume the responsibility for an analysis 
of the Finnish case. Just what such an analysis would show I do not 
know; it might, in fact, strengthen rather than weaken some of Mr. 
Lester’s conclusions. My suggestion that the significance of competi- 
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tion between Norway and Finland on important export products justi- 
fied a reconsideration of the reliance upon Finnish experience as a guide 
, to what might have happened in Norway, seems even more proper in 
the light of Mr. Lester’s rejoinder. But this is only one element in the 
picture. My main purpose in referring to this concrete problem was to 
call attention to the scanty support in the materials presented for the 
comparison between Finland and the other two nations involved. 

The rejoinder introduces some additional facts which are entirely 
pertinent but far from conclusive. Whether Finland’s currency was 
undervalued in returning to gold is not settled merely by the observation 
of the comparatively steady price level from 1923 to 1929. Indeed, 
this simply raises some other questions, the most obvious one being, 
“Could the Finnish mark conceivably have been undervalued during 
this entire period?” Neither does the presentation of the fact that 
Finland’s “exports failed to rise as much as her total imports... . 
during every year from 1925 to 1928” nullify the equally correct ob- 
servations that the value of Finnish exports did increase each year 
from 1925 to 1928, that the principal items were wood products 
throughout the period, and that during this period the physical volume 
of the main Norwegian wood-products exports was shrinking. 

A more serious objection to my hypothesis that there might be a 
direct relation between the Norwegian depression and Finland’s pros- 
perity, is to be found in the fact that all the principal wood-products 
exports of Norway actually increased in volume during 1925 as com- 
pared with 1924! This is a fact which would bear more analysis than 
can be given here, but it may be observed that it is not only disturbing 
for my hypothesis; it is equally so for Mr. Lester’s main thesis. How 
did this most important Norwegian export industry escape his ‘Gold- 
Parity Depression” in 1925? The answer may be the same as the reply 
to his renewed observation that de facto devaluation of the Finnish 
currency occurred two years before the legal act. Surely when it is con- 
tended that after deflation in Norway and Denmark “the resulting 
disequilibrium in the country’s price structure lasted for years” (p. 
465, August issue), the importance of looking for “lags” hardly calls 
for emphasis. 

In the final paragraph of his rejoinder Mr. Lester states that “the 
truth is that Finland’s prosperity seems to have been based upon an 
increase in the internal rather than the external market.” If this is the 
point to be emphasized, then it strengthens rather than weakens the 
implications of the last paragraph of my own earlier note; for this sug- 
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gests that the significance of the foreign exchange rate as a determinant 
of the country’s “volume of output as a whole” varies not only with 
the relative size of a nation, and with the character of its export trade, 
but also with its internal economic structure as well. This observation 
of Mr. Lester’s seems to me to lead in the proper direction. It is away 
from the general position that the effects of similar economic policies 
in different countries may be compared without a specific analysis of 
each individual setting. The new query then becomes, “What is the 
relative importance of the behavior of the foreign exchange rate for the 
economy of Finland as compared with that of Norway or Denmark?” 


THE PRODUCTIVITY OF LABOR IN GREAT BRITAIN 
A FURTHER NOTE 


WITT BOWDEN 
Washington, D.C. 


Great Britain” in the June, 1937, Journal of Political Economy, 1 
have received a communication from Mr. H. W. Singer of the 
Pilgrim Trust Unemployment Enquiry, London, calling my attention 


T REFERENCE to my article on “The Productivity of Labor in 


to changes in the administration of unemployment insurance since 
1928. Some of these changes, if they could be taken into account 
statistically, would somewhat increase my estimates of the rise in 
labor productivity in certain industries. 

Readers of the article will recall that changes in labor productivity 
were computed by dividing the index numbers of production by the 
index numbers of employment between 1928 and 1934; and that the 
estimates of employment were obtained by subtracting the average 
recorded number of unemployed persons from the annual count of in- 
sured persons. Early in 1930, the unemployment benefit provisions 
were liberalized by the dropping of the requirement that benefits must 
depend on proof that the claimant was normally or genuinely seeking 
work. This affected women more than men. When combined with 
other factors, it considerably increased the number of persons reg- 
istered as insured. Between 1928 and 1931, the number of insured 
persons in Great Britain sixteen to sixty-four years of age increased 7.5 
per cent, while the estimated rise in population fifteen to sixty-four 
years of age in England and Wales was only 2.1 per cent. 

There was also an “inflation” of recorded unemployment, as is 
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pointed out by Sir William Beveridge in an article in Economica (No- 
vember, 1936, pp. 357-86). But late in 1931 the Anomalies Act imposed 
new restrictions on the receipt of benefits and restored substantially 
the former ratio of recorded unemployment among men and women. 
The Anomalies Act and the increasingly rigorous administration of 
benefit provisions resulted in a deflation of recorded unemployment 
almost equal to the previous inflation. On the other hand, the increase 
in the ratio of insured workers to the working population remained. 
There was a much larger increase in the number of insured persons 
than in the working population—a 9.1 per cent increase between 1928 
and 1934 in the former, as compared with a 3.0 per cent increase in 
population (English and Weish) between fifteen and sixty-four years of 
age. The net effect of the changes in 1930 and 1931 seems, therefore, 
to have been a disproportionate increase in the number of insured 
workers as compared with the recorded number of unemployed persons; 
and, since the figures of employment are derived by subtracting the 
average recorded unemployment from the count of insured persons, 
the estimated number of employed persons is correspondingly exag- 
gerated during the latter part of the period as compared with the 
earlier years. The trend of the derivative index of labor productivity 
appears, therefore, to be given a slight downward bias, particularly 
in the industries such as textiles, employing large numbers of women, 
as Mr. Singer points out in the communication mentioned above. 
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A COMMENT CONCERNING “THE NEW PLEA FOR 
BASING-POINT MONOPOLY” 


RALPH J. WATKINS 
University of Pittsburgh 


ROFESSOR FRANK ALBERT FETTER, in his criticism of 

the price analysis contained in The Economics of the Iron and 

Steel Industry, in the Journal of Political Economy for October, 

1937, Says in a footnote on page 583 that “the director [at the Chicago 

meeting of the A.E.A.] characterized mill-base price advocates as ‘arm- 
chair theorists.’ ”’ 

May I say for the benefit of your readers that neither at Chicago nor 
elsewhere have I ever referred to mill-base price advocates as armchair 
theorists. I did read a paper at the Chicago meetings last year in which 
I discussed the preliminary report on a research program on pricing 
problems of the iron and steel industry, which report had been pre- 
pared by a subcommittee of the Conference on Price Research. Here 
is what I said: 

. ... Weare confronted here with a problem that will call for the type of co- 
operative research contemplated by the Conference on Price Research— 
that is, a research undertaking requiring close collaboration by the industry, 
impartial research agencies, and governmental agencies, using the services 
of accountants, engineers, economists, statisticians, and operating executives. 
Only on such a co-operative basis can we expect to fill some of the more im- 
portant gaps in our knowledge, and only through analysis of adequate data 
can we hope to supply definitive answers as guides to social policy. It is all 
too easy, in terms of an armchair philosophy, to outline a public policy for 
the iron and steel industry. But only in terms of objective analysis of perti- 
nent and adequate records can we expect to formulate an intelligent social 
policy, and any other program would be ineffective and destined to futility. 


Clearly, my purpose in that paper was to advocate a research pro- 
gram, and I said nothing concerning advocates of mill-base prices or 
of any other scheme of prices. 

Inasmuch as Professors de Chazeau and Stratton are preparing a 
reply to Professor Fetter, I refrain from further comment on his crit- 
icism. 





BOOK REVIEWS 


Prices in the Trade Cycle. By GERHARD TINTNER. Vienna: Julius 

Springer, 1935. Pp. xii+204. Rm. 23.80. 

This study is devoted to a detailed statistical analysis of the cyclical 
behavior of prices before the World War. In all 266 price series are 
analyzed; 71 come from England, 77 from Germany, 98 from the 
United States; and the Netherlands, Russia, and Austria contribute 
the rest. Some series start as early as 1845, few start later than 1890. 
The data are analyzed by months in most instances, though a good 
fraction of the German data are quarterly. A wide range of prices is 
covered—most basic foodstuffs, textiles and metals, things like quinine 
and pepper, some finished fabricated commodities, and even freight 
rates and interest rates. 

The book has manynotable features. The statistician will find of par- 
ticular value Dr. Tintner’s insistence on the importance of theoretical 
analysis in devising statistical measurements, his simple and ingenious 
method of measuring secular trends, and the description of Anderson’s 
method of graduating time series; also the references to price quotations 
and the measures of cyclical behavior assembled in the Appendix. The 
theorist will want to take note of the complexity of price fluctuations 
disclosed by Dr. Tintner’s measurements and of his critical remarks 
on the usefulness of price indices. He will also want to ponder over the 
implications of some of Dr. Tintner’s findings concerning the pre-war 
period: for example, that the amplitudes of price cycles do not show 
secular changes; that a closer connection exists between the price cycles 
of England and Germany than between those of either country and the 
United States; that there is an international cyclical rhythm in prices; 
that while American prices participate with substantial uniformity in 
each of the world-cycles, German and English prices participate much 
more fully in some cycles than in others; and that the prices of monopo- 
listic products fluctuate less violently and make cyclical downturns 
later than prices of competitive products, etc. Economists who com- 
bine statistical research with theoretical analysis are likely to read the 
book from a somewhat different angle. They will be concerned with 
the problem of how Dr. Tintner’s findings may be tested and im- 
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proved, as well as how they may be incorporated into the general 
framework of economic knowledge. The brief critical remarks that 
follow touch on a few of the many questions that merit consideration 
in any such work. 

One shortcoming of the book before us is the tendency to treat 
prices in the abstract. Dr. Tintner pays insufficient attention to the 
grade of commodities or to the market from which quotations are 
drawn. For example, a single series on American brick prices is ana- 
lyzed—wholesale prices of common brick in New York. It is true that 
better data before the war are not easy to find. That does not alter 
the fact that brick prices in New York are unrepresentative of the 
brick market in the country as a whole, and that only confusion can 
result from combining cylical measures of such a price with measures 
of prices formed in well-organized national markets. To give another 
example, three series of interest rates are analyzed—each representing 
short-term prime commercial paper. From this slender sample general- 
izations are made concerning the capital market. Time and again the 
reader is told that the cyclical amplitudes of interest rates are ex- 
ceptionally large, and that this fact gives some statistical support to 
the monetary theory of business cycles. If Dr. Tintner had analyzed 
call loan rates he would have found still larger amplitudes. If, on the 
other hand, he had analyzed long-term interest rates or rates charged 
by banks to their ordinary customers, both of which affect a much 
larger volume of loans than interest rates on prime commercial paper, 
he would have found very much smaller amplitudes. One more ex- 
ample will have to suffice. Only two series on freight rates are analyzed 
—both referring to transportation of grain by water. On this evidence 
generalizations are freely made about the freight market, though it 
is doubtful whether the two series are representative even of freight 
rates on grain, to say nothing of the freight market as a whole. Cer- 
tainly, the rates on grain shipped by water from Chicago to New York 
have fluctuated much more widely and conformed far more closely 
to American business cycles than have the rates on grain shipments by 
railroads. 

The technique used by Dr. Tintner to segregate the cyclical com- 
ponent of time series is highly skilful and contains several interesting 
innovations. At the same time the claim that the method is based on 
economic theory is much too sweeping. There is no basic difference 
between Dr. Tintner’s method and orthodox time-series analysis. 
Both assume that the several parts into which a time series can be 
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decomposed are due to distinct causes; both assume that the effects 
of these causes combine mechanically; both therefore beg the question 
that most requires investigating. True, orthodox analysis feels its way 
more or less blindly and is not explicit about its assumptions, while 
Dr. Tintner makes an impressive effort to provide a theoretical founda- 
tion for time-series analysis. But Dr. Tintner’s theory is hardly 
recognizable as economic theory and in any event is of uncertain value. 
In the first part of his theory Dr. Tintner follows Anderson in urging 
on purely mathematical grounds that through the use of one or another 
graduation formula a time series can be split into “essential” and 
“casual” components. But can any short-term moving average elim- 
inate the effects on a price series of a drought, an important strike, 
a valorization scheme, a bounty, or a war? Are not these random 
factors? If not, how should we differentiate between essential and 
casual factors? The second part of the theory is that the essential 
component of a time series is a mathematical function of secular, 
cyclical, and seasonal components, which can be approximated by the 
constant and linear terms of a Taylor series. What economic justifica- 
tion is there for any such interpretation? Is it really a helpful idea? 
It seems doubtful whether Dr. Tintner himself uses all of the theory 
that he elaborates. If the secular, cyclical, and seasonal components 
are additively related—which seems to be the substance of the second 
part of the theory—why does Dr. Tintner express his data freed from 
casual and seasonal factors as percentage deviations from correspond- 
ing ordinates of secular trend, a procedure that implies a multiplicative 
relation between the trend and cyclical components? Further, does 
not Dr. Tintner abandon the first part of his theory in urging (p. 36) 
that cycles in the price series are “‘often quite extreme,” being due to 
the “‘casual coincidence of some causes,” and that the median is there- 
fore a more suitable average than the mean? 

With one exception Dr. Tintner’s measures of the cyclical behavior 
of prices—such as the timing, duration, and amplitude of price cycles 
—seem sound and well designed to answer questions of theoretical im- 
portance. The exception consists of the measure of conformity to the 
world-cyclical rhythm. This rhythm is identified by combining the 
peaks and troughs of business cycles in six countries. The composite 
chronology is ambiguous: it includes more cycles than are found in 
any single country and represents neither international business cycles 
nor international price cycles. The measure of conformity is faulty, 
quite apart from the cyclical chronology. If the cyclical peak in a price 
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series falls within a period bounded by two troughs in the cyclical 
chronology, it is said to conform to the intervening peak in the general 
cycle. Cyclical troughs are treated in a similar manner. But is not 
this criterion excessively loose? Assume, for example, that a series is 
uncorrelated with the general cycle but that it shows cyclical move- 
ments of about the same average duration as the general cycle. Using 
Dr. Tintner’s criterion, a large proportion of the peaks and troughs 
of such a series are bound to match the peaks and troughs of the gen- 
eral cycle. If the cycles in the series are substantially shorter than the 
general cycles, perfect or nearly perfect conformity is a foregone con- 
clusion. In actual practice, Dr. Tintner’s criterion of conformity is 
even looser than we have indicated, which strengthens the probability 
of obtaining spurious results. The faulty measure of conformity leads 
to some curious findings—for example, that food prices conform better 
to the general cycle than do metal prices. This and several other con- 
clusions would in all likelihood be reversed if a sound measure of con- 
formity were used in conjunction with the cyclical chronology of indi- 
vidual countries or with a properly determined chronology of inter- 
national business cycles. 

Early in the book Dr. Tintner introduces a classification of eco- 
nomic goods—one of the best to be found in economic literature. Re- 
grettably, he does little with this excellent classification. The results 
are presented largely with reference to statistical criteria; that is, the 
price series are reviewed first according to one statistica] measure, then 
according to another measure; even the dispersions about averages 
are discussed separately from the averages. When the results are re- 
viewed according to economic criteria, under each economic grouping 
they are again summarized with reference to successive statistical 
measures. Further, each economic classification is allowed to stand by 
itself rather than crossed with the next. This method of presentation 
may facilitate use of the book as a reference work, but that advantage 
is won at the cost of considerable repetition and superficial analysis. 
No factor affecting the cyclical behavior of prices is brought under 
proper control; such explanations as are here and there suggested are 
left untested; nothing is said about the influence of changes in output, 
orders, or inventories in different industries on the price fluctuations 
of their products. Hence the interpretations that are advanced usually 
seem divorced from industrial facts and carry little conviction. 

The analytic shortcomings of the book, however, are at least in 
part a result of the limits that Dr. Tintner set for his study. His aim 
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has been more to provide the theorist with materials for causal analysis 
than to make explanations himself. That task he has fulfilled with 
considerable success. He has introduced some new technical tools, sup- 
plied a large body of statistical measurements, and formulated many 
hypotheses that will repay thorough investigation. Although some of 
the findings are dubious or carelessly put, Dr. Tintner has repeatedly 
emphasized that his findings are tentative. Every student of business 
cycles who is willing to expend some effort is sure to profit from a 
study of Dr. Tintner’s approach, methods, and results. 
ARTHUR F. Burns 
Rutgers University 


Agrarkrisen und Stockungsspannen: Zur Frage der langen “Welle” in 
der wirtschaftlichen Entwicklung. By SIEGFRIED VON CIRIACY- 
Wantrvp. Berlin: Paul Parey, 1936. Pp. 445. Rm. 23. 

During recent years the problem of agricultural crises has attracted 
much attention, and the book by Dr. von Ciriacy-Wantrup represents 
one of the new attempts to explain this complex phenomenon. 

By agricultural crises the author means, in accord with a widely 
accepted use of the term although contrary to its etymology, long- 
term depressions of world-agriculture associated with periods of declin- 
ing agricultural prices. As may be inferred from the title of the book, 
the author connects agricultural crises with periods of general economic 
stagnation (Stockungsspannen). Short-term relationships between 
agriculture and industry are excluded by the author from his considera- 
tion (p. 112), and all his attention is concentrated on the long-term 
fluctuations, sometimes called “long waves” in economic development. 

Dr. von Ciriacy-Wantrup attempts to construct an empirical theory 
of agricultural crises based on an analysis of historical facts. The larger 
part of his book (Part I, pp. 15-264) consists of descriptive analysis 
of the three agricultural crises that have occurred since the Napoleonic 
wars. This is not a history of agricultural crises but rather their theo- 
retical analysis illustrated by historical facts. The purpose of this 
analysis, which is performed by the author separately for each of the 
three crises but following the same scheme, is to establish causal re- 
lationships explaining the shifts in the price structure characteristic 
of agricultural crises. The conclusions from this analysis are summa- 
rized shortly in a few pages at the end of the first part (pp. 254-64). In 
the second part of his book (pp. 265-369) the author attempts to 
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develop an empirical theory explaining the occurrence of periods of gen- 
eral economic stagnation (Stockungsspannen), which in his opinion are 
also responsible for the occurrence of agricultural crises. The book is 
accompanied by two appendixes consisting of charts (pp. 376-98) and 
of tables (pp. 399-420) and by a long list of literature (pp. 421-29). 
There are added also short summaries of the book in English, French, 
and Spanish (pp. 430-45). 

By the method of exclusion of several other theories the author 
reaches his conclusion that the decline of agricultural prices, character- 
istic of agricultural crises, must be explained by the decrease of the 
money incomes accompanying the periods of general economic stagna- 
tion. He insists particularly that changes in the supply of agricultural 
products can not sufficiently explain the decline of agricultural prices 
characteristic of agricultural crises. He rejects in this way the theory 
of agricultural overproduction and looks to demand factors for the 
explanation of the disequilibrium. In his analysis he distinguishes be- 
tween changes in natural requirements (natiirliche Aufnahmefihigkeit) 
for agricultural products—caused by changes in population or in habits 
or diets—and changes in economic demand (wirtschaftliche Aufnahme- 
fahigkeit), and comes to the conclusion that changes in natural re- 
quirements cannot sufficiently explain the movement of agricultural 
prices during agricultural crises. Thus, as the ultimate cause of the 
decline of agricultural prices Dr. von Ciriacy-Wantrup sees changes 
of economic demand occasioned by changes in the total money in- 
comes. 

There is no question about the importance of demand factors in the 
explanation of shifts in the price structure characteristic of agricultural 
crises, but it seems to us that Dr. von Ciriacy-Wantrup disposes too 
easily of the supply factors and has ascribed too passive a role to agri- 
culture in the causation of agricultural crises. In order to show that 
the increase in the supply of agricultural products is not significant 
for the explanation of the price decline he points to the small or doubt- 
ful increase of per capita production of the principal agricultural prod- 
ucts (particularly grain and livestock) during periods of crises as com- 
pared with preceding or following periods. However, in another place 
he recognizes that the formation of prices for international agricultural 
products, particularly for wheat, takes place on a few leading inter- 
national markets and that these prices dominate the prices of the 
much greater turnover in local markets (see pp. 261-62). If he followed 
this line of thought in his analysis of the importance of supply factors 
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he would come to conclusions different from those he defends in his 
book. For instance, the author completely overlooks the great impor- 
tance for the decline of the grain prices on the international markets 
after the Napoleonic wars (1815-25) of the sudden and large increase 
of the grain exports from the newly opened southern steppes of Russia. 
Russian grain exports at that time were several times larger than the 
American and German exports. The father of the theory of crises, 
Simonde de Sismondi, who lived through the agricultural crisis follow- 
ing the Napoleonic wars, explained it by the flood of wheat from the 
steppes on the Black Sea’ 

The significance for the agricultural crisis during the last quarter 
of the nineteenth century of the oversupply of wheat at low prices, 
connected with the expansion of wheat area in America and the tech- 
nical revolution in transport, is recognized by Dr. von Ciriacy-Wan- 
trup. But he limits the effect of this factor by saying that during the 
period after 1885 there was no wheat crisis while the agricultural crisis 
continued. A special analysis of the world-wheat market for that pe- 
riod shows, however, that the “decline and depression of international 
wheat prices during 1891-95 were associated primarily with emergence 
and persistance of a world wheat surplus,” and that the recovery of 
wheat prices after 1895 was associated with the elimination of this 
surplus during 1895-98. This points to a greater importance of the 
supply factors than Dr. von Ciriacy-Wantrup is ready to accept. 

The author recognizes also the facts of the oversupply of some of 
the tropical products such as sugar and coffee and of some of the agri- 
cultural raw materials during the last agricultural crisis, following the 
World War (pp. 208-15), but he does not pay much attention to these 
facts in his explanation of the crisis. In general, he does not pay much 
attention to agricultural raw materials, because they are of less im- 
portance for European agriculture. But agricultural crisis is not a 
local but an international phenomenon, and the situation of the world- 
markets for some of the agricultural raw materials is of substantial 
importance for the explanation of the general situation of world-agri- 
culture. This was particularly true of the recent crisis. In another 
place we have shown that the behavior of surplus stocks and of prices 
of agricultural raw materials during the last crisis was different from 
that of mineral raw materials, pointing to a much greater importance 

* See Nouveaux principes d’économie politique (2d ed., Paris, 1827), II, 399-400. 

2 See Mrs. Helen C. Farnsworth, “Decline and Recovery of Wheat Prices in the 
‘Nineties,’ ’? Wheat Studies, X, Nos. 8 and 9 (June-July, 1934), 327-28 and 336-41. 
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of the supply factors in the explanation of the decline of agricultural 
prices since 1924 than is accepted by the author. He simply does not 
distinguish between agricultural and mineral raw materials in his 
indices of prices, and opposes raw materials as a group to agricultural 
products (pp. 22-24, 99, 105, 112, 182, 184, and 254), not even mention- 
ing that his group of raw materials consists to at least 50 per cent of 
agricultural products. The ratio of agricultural prices to the prices of 
raw materials plays, however, so important a role in von Ciriacy- 
Wantrup’s theory that it would be advisable to explain in more detail 
the structure and the meaning of his price indices and of their ratios 
than he did in his book (pp. 18-19). 

The explanation by Dr. von Ciriacy-Wantrup of the periods of 
general economic stagnation, or of “long waves” in economic develop- 
ment, shows that he belongs to a group of theorists who do not explain 
economic fluctuations from factors within the economic system itself, 
but looks for the explanation to some outside factors. He pays par- 
ticular attention to the significance of wars and armaments for the 
explanation of the long waves. It is not quite a new idea, but von 
Ciriacy-Wantrup develops it in a more systematic way than has been 
done before, and he shows also that some of the other exogenous factors 
which have been more commonly appealed to for explanation of the 
long waves in the economic development, particularly the changes in 
gold production, may be themselves explained partly by the occurrence 
of wars and the fluctuation of prices caused by the wars. The role of 
the shortage of gold in the explanation of the recent depression also 
appears to the author to be of minor importance. 

The merit of the book under review is that the author discusses the 
problem of agricultural crises as a part of a more general problem of 
economic changes and fluctuations, and he tries not only to give a 
description of agricultural crises but also to elaborate a theory of them. 
This may help in understanding historical facts themselves. But we 
have the impression that the author, under the influence of his theo- 
retical scheme, overlooked some of the facts or did not pay enough at- 
tention to them. An insufficient attention to the supply factors avenges 
itself by creating for the author substantial difficulties in the expla- 
nation of the fact that grain prices, particularly wheat prices, are usual- 
ly declining, during agricultural crises, more than prices of animal prod- 
ucts (see particularly pp. 261-62). The opposite would be expected if 
the decrease of monetary incomes were the only cause of the price 
decline. An attribution of a greater importance to the supply factors 
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would perhaps make the author’s theory less elegant, but also more 
complete. The possibility of a simple theory of the agricultural crises, 
which happened only to the number of three during more than a cen- 
tury, may be questioned. 

The above criticism of some of the conclusions of the author must 
not be regarded as a derogation of the book under review. On the 
contrary, in the opinion of the writer, von Ciriacy-Wantrup has made 
an important contribution to the explanation of the agricultural crises 
and we recommend his book to all interested in the problem. His 
explanation of the periods of general economic stagnation is particu- 


larly interesting. — 
. P. TimosHENKO 


Stanford University 


Industrial Reconstruction and the Control of Competition: The British 
Experiments. By ARTHUR FLETCHER Lucas. New York: Long- 
mans, Green & Co., 1937. Pp. xi+384. $5.75. 

It is commonly believed that Great Britain has somehow evaded 
the forces that in this country produced state-aided schemes for con- 
trolling price competition in industry and “adjusting” agriculture. Dr. 
Lucas’ excellent study of “industrial self-government” in Britain dur- 
ing the last twenty years will effectively dispel this belief. He makes 
available a very useful, concise account of governmental and private 
efforts to centralize the control of the coal, iron and steel, shipbuilding, 
flour-milling, cotton textile, and chemical industries as well as a num- 
ber of important branches of agricultural production. 

“Industrial self-government” in Britain, as in America, means 
centralization of the control of prices or output as a means of main- 
taining the profits of each industry group. In flour milling and ship- 
building some readjustment has been possible through voluntary co- 
operation. Generally, however, recaicitrant minorities have threatened 
to undermine voluntary action and the state has been called upon to 
lend its coercive power. The state has for the most part acquiesced 
in the plans advanced by majority groups. It has so far failed to 
achieve basic reorganization in any industry. It has failed also to 
establish effective machinery for protecting the consumer or for ap- 
praising the various schemes for group control in terms of the broader 
social interest. 

Far-reaching power to control the output and price of coal has 
been granted to the coal operators, Prices are somewhat restricted by 
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rivalry between fields but this rivalry is in process of elimination. 
Committees of investigation established to hear complaints by coal 
purchasers operate almost entirely in secret. Efforts by the state to 
secure more economical organization of production have so far failed. 
The state has established a statutory board to reduce the capacity of 
the spinning branch of the cotton industry. This board also has so 
far operated in secret. It has probably, however, raised prices little 
because it has purchased machinery already out of production and 
partly also because the industry competes in most of its branches in 
an international market. The iron and steel industry has been assisted 
by tariff protection. This protection was conditional upon the reorgan- 
ization of the industry, but reorganization has taken the form mainly 
of schemes for the regulation of price competition. The statutory 
committee which advises the government concerning the raising of 
import duties reveals little concerning the basis of its recommenda- 
tions. 

Efforts to assist the farmer were aimed originally at increasing pro- 
duction by restricting imports. Efforts turned, however, in the direc- 
tion of restricting output in order to raise prices. Fear of the con- 
sequences of a rising cost of living coupled with concern about the 
supply of food in time of war has impelled the state into subsidization. 
The basic objectives of policy are, however, far from clear. Commit- 
tees of investigation consider complaints, but again they operate largely 
in secret. A discriminating monopoly policy in the sale of milk is 
criticized but persists. The voluntary nature of the agricultural ad- 
justment schemes has, however, placed them in a precarious position. 

The familiar arguments concerning the slowness with which many 
branches of economic activity adjust to changing market conditions 
cannot be denied. It must also be admitted that the state cannot 
ignore the effect of long-sustained depression in important industries 
upon the workers in that industry and upon other industries. Dr. 
Lucas has performed a valuable service by emphasizing what should al- 
ready be evident in this country, namely, that indorsement by the state 
of the plans of separate economic groups leads to piecemeal and con- 
flicting plans. Difficult as it may be, the broader integration of state 
action in various fields is essential. As the scope of state intervention 
tends to widen, the necessity for this co-ordination becomes more 
evident. Methods of impelling improvements in the technique of pro- 
duction at an appropriate pace must be devised. Long-run objectives 
must be clarified. Can these objectives be subjected to a broad meas- 
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ure of democratic determination? To the solution of this painfully 
urgent problem British policy contributes little. When committees es- 
tablished to appraise criticism of policy sit and report in secret, public 
discussion must necessarily be hampered and distorted. 

The measurement of exploitation is discouragingly difficult and the 
complex changes in the organization of British industry during the 
period under review by no means facilitate the task. Dr. Lucas is 
properly tentative in his appraisals. Nevertheless occasional sugges- 
tions that the policies pursued have so far involved no great exploita- 
tion raise questions as to the basis upon which such judgements can 
be made. Dr. Lucas has contributed a valuable chapter to the study 
of the development of monopoly capitalism under political auspices. 


ARTHUR ROBERT BuRNS 
Columbia University 


The Valuation of Property. Vols. I and Il. By James C. Bonsricut. 
New York: McGraw-Hill Book Co., Inc., 1937. Vol. I: pp. xx+632; 
Vol. II: pp. xi+639. 


“This treatise,” the Preface announces, “presents the results of a 
research in legal and economic theories of property valuation, prepared 
under the direction of the author and under the auspices of the Colum- 
bia University Council for Research in Social Sciences.” From this 
co-operative investigation there had already emerged three mono- 
graphs and twenty articles. “The present work covers almost the 
entire study,” but condenses the findings of the monographs. It is, 
however, no mere collection of specific studies, but rather an inte- 
grated and monumental analysis of the broad problem of valuation, 
laboriously and skilfully executed. 

The subtitle, A Treatise on the Appraisal of Property for Different 
Legal Purposes, perhaps conveys a too limited impression of scope and 
nature. Detailed research has been centered on situations where prop- 
erty values require adjudication; but the analysis is only partly legal, 
and only slightly concerned with the special techniques of appraisal. 
The dominant approach is economic; but the character and quality 
of the result should commend it to lawyers and judges, to appraisers, 
and to accountants, as well as to economists. To the reader the work 
is less formidable than its bulk may suggest. The style is clear and 
pleasing; apt illustrations illuminate the sense; challenging questions 
appear in continuous procession. A general treatment which cuts 
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across the special problems occupies the fore part of Volume I, and 
permits the hurried reader to limit himself to those special studies 
which interest him. For still more limited use the topical Table of 
Contents and the Subject Index seem to have been carefully prepared. 

The treatise is partly concerned with telling how courts and ap- 
praisers value property—thousands of cases were examined to this end. 
But beyond this is the larger aim of erecting a theoretical framework 
by which to criticize constructively prevailing practices in leading sit- 
uations. The underlying thesis is that valuation is not a process of 
finding value, a quality of property which awaits discovery. It is in- 
stead a process of prescribing values or monetary measures which will 
serve particular purposes under particular circumstances. 

The entire study develops this thesis. Part I (pp. 3-109), entitled 
“Concepts of Value,” sifts the meanings of value appropriate to differ- 
ent purposes. Part II (pp. 113-266), called “Methods of Valuation,” 
analyzes the measures of value in terms of ends served. Part III 
(pp. 269-1198), entitled “Valuation for Specific Legal Purposes,” ap- 
plies the concepts and measures in an imposing series of special studies. 
These are grouped roughly. The first group, comprising studies of 
indemnification, includes chapters on damages for torts and breaches 
of contract, on recovery for fire insurance losses, and on compensation 
under eminent domain. In the second group are studies of ad valorem 
taxation, covering the general property tax, unit appraisal of public 
utilities and other corporations and the allocation of resulting valua- 
tions among jurisdictions, and estate and inheritance valuations. The 
third group includes the valuations necessitated in determining solv- 
ency, the propriety of capitalization, the rights of dissenting stock- 
holders, and the terms of corporate reorganizations. The fourth group, 
concerned with the valuations required in measuring income, deals 
with the accounting problems of depreciation, inventories, and capital 
gains, with reference especially to income taxation and the law against 
impairment of capital through dividend payments. Left to the last 
is the well-worn problem of valuation for rate-making purposes. 

The author’s prime concern with clarifying the concepts of value 
analysis is a response to the prevailing confusion of courts and legal 
profession, who come off rather badly in the study. The low opinion 
of judicial valuation held by students of public utilities is supported 
by this broader investigation. “Fair value,” behind the uniformity and 
objectivity which legal language imputes to it, appears as a shifting 
mixture of value in the ordinary sense of “worth” and of value in 
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the normative sense of “‘oughtness,” and it embodies, moreover, “the 
mythical notion that property has an ‘intrinsic value’ distinct from 
the advantages which the ownership of that property may confer on 
individuals who may exploit it” (p. 1084). Beneath its surface uni- 
formity the concept responds to predilections, as well as purposes, and 
in ways that often are “inept, or else ill-defined” (p. 1170). Eclecticism 
prevails in applying the catalogue of value measures recited in Smyth 
v. Ames, and “utterly meaningless compromise” is the result (pp. 
440-41). 

Thus the courts have done little to improve valuation; but econo- 
mists have contributed little more, especially since their customary 
analysis is not concerned with “assigning a value to property off the 
market place—to property which is not in process of sale and which 
may not ever be offered for sale” (p. 43). Here the author steps in 
with his lucid drawing of distinctions between value situations. It is 
shown that, even where actual market conditions properly govern, a 
choice may be necessary between ideas of value. Perhaps a large block 
of shares should be valued at the market price; but perhaps, since so 
many shares could not be bought or sold at that price, another value 
should be set. In the case of goods in merchants’ hands, the value may 
be the amount he can get for them or their replacement cost. Forced 
sales do not reveal value; but the meaning of an ordinary sale of real 
estate requires elucidation. Often, however, an appropriate value can- 
not be conceived on the basis of actual market conditions. The prop- 
erty is uniquely valuable to the owner, and the market provides no 
proper test. Schools, churches, very expensive residences, and homes pe- 
culiarly built to meet strange tastes, belong in this category. So does 
any integral part of an organic whole, such as the graded roadway of 
a railroad. Such distinctions, with their numerous applications in real 
problems, are illuminated here, as they are not when courts and ap- 
praisers declare that the value sought is one that is “fair” or “real” 
or “sound,” in view of all the circumstances. 

The several end results of valuation are effectively set apart from, 
and related to, the methods and measures of valuation, such as reliance 
upon sales figures, actual cost, replacement cost less depreciation, and 
capitalization of income. Thus cost figures, which are subordinate to 
capitalization if value in a true sense is sought, may themselves con- 
stitute the appropriate objective in the rate-making sphere. Account- 
ing valuations, though not expressing values at all, may serve ade- 
quately in various practical roles, once their limitations are understood. 
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The clear statement is welcome that appraisal methods cannot be 
selected, nor value ends defined, without a more defensible philosophy 
of the instant problem than is available, for instance, in administering 
general property taxation. 

This pervasive clarification, this incisive and consistent analysis of 
means and objectives, constitutes the notable contribution of the work, 
taken as a whole. In comparison, the author’s elaboration of the con- 
cept of “‘value to the owner,” as a tool of analysis in those numerous 
instances where price under actual market conditions would not serve, 
seems less impressive. Negatively, it has the virtue, as a nonmarket 
concept, of shutting out much legal imagining about hypothetical 
markets. But it is, nevertheless, merely a label for a collection of value 
objectives which must, after all, be construed in terms of particular 
purposes. It provides no means of ascertaining value, and is no more 
directly determinable than what a willing buyer would pay to a willing 
seller. Where just indemnification calls for awards above replacement 
cost, value need not be defined to include the increments. Usually 
there are no increments above putative market value; the special 
esteem in which the owner holds the property calls only for such recog- 
nition as a suitable, but nonexistent, market would place upon it; so 
that, conceptually, the judicial approach is not far wrong. For in- 
stance, it seems no more logical that special importance to the owner 
should enter into assessment for taxation (pp. 694-95) than that the 
intramarginal buyers of any commodity should pay more than the 
market price. Valuation of the parts of an organic whole, such as 
specific assets of a going concern, is usefully presented as a case not 
amenable to treatment in market terms; but the lengthily discussed 
instance of jurisdictional apportionment of utility tax valuations is 
scarcely in point, since a “fair share” for tax purposes is not value 
anyway. 

A mild suspicion must be voiced that courts and others sometimes 
proved so fair a mark for the author’s astute criticism because their 
words were construed as he defined them; or that “verbal chicanery” 
consisted in attaching other meanings to his words. One instance of 
the tyranny of verbal usage is provided by the author’s prolonged 
uncertainty as to whether depreciation should be deducted if original 
cost is used as a rate base. The difficulty was that depreciation was 
conceived as impairment of value, and cost, as the author is insistent, 
must not be confused with value. But the anomaly of deducting a 
value from a cost was resolved, once it became clear that depreciation, 
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as accountants measure it, does not measure value, but only amortiza- 
tion of cost (p. 1139). The solution of the rate-base problem, however, 
is not a matter of word usage, but of the proper way of handling an 
accepted measure of investment, whether that measure is called value 
or cost. 

The courts, it should be said, are believed to “have shown much 
common sense and acumen in their rulings on evidence” (p. 1182). 
But a general tendency toward overvaluation is noted, explainable 
by the stress upon “physical value,” by the underallowance for de- 
preciation, and especially by the emotional bias of juries and courts 
and “our absurd procedural law under which inexpert tribunals are 
called upon to guess the value of a property after listening to the 
obfuscations of biased experts in the pay of the litigants” (p. 1182). 
The present work, with its sweeping comparative approach, should 
prove influential in this sphere. Indeed, the treatise is distinguished 
throughout, as a brief review cannot reveal, by its wealth of construc- 
tive suggestions for the improvement of public policy. 

SHOREY PETERSON 
University of Michigan 


An Introduction to Economic Analysis and Policy. By J. E. MEADE. 
New York: Oxford University Press, 1936. Pp. xv-+392. $3.75. 
Mr. Meade has placed the profession in his debt by substituting 

“economic analysis” for “economic theory” in his title; for while it is 

part of the instinctive knowledge of the man in the street that theory is 

moonshine, it is equally plain that nothing can be understood without 
adequate analysis. The term is both more precise and less provocative 
of prejudice than “theory”; and framers of university catalogues as 
well as of textbook titles would do well to follow Mr. Meade’s example. 

The plan of the book, as well as its label, should commend it to 
teachers of economic theory. The author has attempted to make the- 
ory more vivid and comprehensible by organizing it about the funda- 
mental issues of economic policy, and has not hesitated to state his 
own views on each of these issues. He takes up in turn “Unemploy- 
ment,” “Competition and Monopoly,” “The Distribution of Income,” 

“The Supply of the Primary Factors of Production,” and “Interna- 

tional Problems.” Although the book is of uneven quality, it does on 

the whole succeed in making manifest the usefulness of sound analysis; 
and the author’s candor about his own opinions enables the reader to 
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make necessary allowances on most points. There would be a gain in 
vividness, however, if the illustrative materials were more concrete. 
In discussing international trade, for example, it would do no harm to 
let England export woolen textiles and France wine, rather than Eng- 
land “tea” and France “bread.” In analyzing inequalities of income it 
might be advantageous to give the student some notion of the facts of 
income distribution—a matter on which many American undergradu- 
ates, at least, are very ill informed. 

The section of the book devoted to “Competition and Monopoly,” 
which in the main follows Dr. Chamberlin and Mrs. Robinson, is ad- 
mirably handled. It is clear and concise, and contains remarkably few 
slips. The section on “Unemployment’”’—largely a popularization of 
the views of J. M. Keynes and R. F. Harrod—is much less satisfactory. 
It follows Mr. Keynes in assuming that all labor is homogeneous, and 
therefore in failing to ask whether a reasonable relative adjustment of 
wage rates (and basic raw material prices) may not be an excellent 
means of meeting unemployment, where neither a general increase nor 
a general decrease can fill the bill. The section on income distribution 
is a workmanlike construction; in particular, its closely reasoned sur- 
vey of schemes for taxation as a means of redistribution is likely to 
prove very useful on undergraduate reading lists. The central theme 
of the section on “The Supply of the Primary Factors,” seems to be 
that “if the payment of wages to labour, equal to the marginal product 
of labour, would not absorb as much as the total output of the com- 
munity... . the population is greater than the optimum” (p. 268). This 
seems to this reviewer decidedly artificial—to put it mildly. The final 
section on “International Problems” contains an excellent populariza- 
tion of post-depression views as to the difficulties of operating a gold 
standard, the advantages and drawbacks of free exchange rates, and the 
ancient free trade controversy, together with a terse summary of the 
necessary background of analysis. 

The very faults of Mr. Meade’s book are, in the main, arguments in 
favor of its use in undergraduate courses on economic analysis: since 
it is honestly reasoned throughout, it is all the more healthy for the 
student because some important points are open to attack. But in one 
important direction the book requires an antidote. Mr. Meade is en- 
tirely too lighthearted in his treatment of the problems of government 
intervention. For example, Mr. Meade argues that business “expan- 
sion should . . . . be controlled in such a way—through the control of 
interest rates, of public works expenditure, and of consumers’ credits— 
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that in each year a certain percentage (e.g., 10 per cent) of any excess 
of unemployment above the ‘standard’ is absorbed” (p. 83). In “plan- 
ning”’ industrial output and plant, “the public board in control of any 
industry” must draw “a distinction between rational and irrational 
buyers’ preference for the products of the different plants” (p. 192). In 
preventing “speculative movements of funds abroad,” there should be 
an exchange control which will “allow” exchange transactions for some 
purposes and “disallow” them for others, forcing exporters, etc., to 
turn in their foreign funds (pp. 330-32); and if the commercial banks 
“would not co-operate fully for this purpose, this would provide [sic] 
a reason for their socialization” (p. 332). Mr. Meade does not inquire 
whether the political structure of democratic countries can absorb the 
strain of having to “plan,” “regulate,” and “administer” in all direc- 
tions at once; but precisely this, after all, is the central problem of 


economic policy. 
A. G. Hart 


University of Chicago 


A Study of Fluid Milk Prices. By Joun M. Cassets. (“Harvard 
Economic Studies,” No. 54.) Cambridge: Harvard University 
Press, 1937. Pp. xxviit+303. $4.00. 

Dr. Cassels’ study of fluid milk prices in the United States is an 
excellent example of the possibilities of combining theoretical analysis 
and research. In the early chapters of the book the author examines 
the forces that would result in equilibrium in the marketing of milk 
under the assumptions of perfect competition. At the outset certain 
pragmatic assumptions are made. These assumptions are based on a 
realistic understanding of the commodity—milk—and they include 
such factors as the multiple uses for milk, the necessity for a wide zone 
of production to supply concentrated urban markets, the perishability 
of the product itself, and the relatively long time required for major 
changes in supply, especially when the change takes the form of in- 
crease. This part of the analysis is carried to the conclusion—well 
supported—that “under competitive assumptions a complicated sys- 
tem of equilibrium relations would tend to be worked out in which 
prices, product zones, and market divides would all be determined as 
a set of mutually interdependent variables” (p. 205). 

This part of the book (through chap. v) is written largely in the 
subjunctive, and, of course, excusably so for the purpose in mind. It 
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is an excellent example of abstract economic analysis which is limited 
by objective description and measurement in some directions but not 
in others. 

There follows a thorough review and original study of the known 
facts concerning price plans and bargaining methods, dealers’ margins, 
transportation costs, market areas and zones, and production responses 
to changes in price. Price relations are examined both in cross section 
and chronologically. Illustrations are drawn from a wide range of 
actual market conditions. Finally, there is a case study of Boston- 
New York price relations. 

The empirical evidence presented in the later chapters of the book 
shows a close approximation between the actual prices in the whole- 
sale markets for butter, cheese, and condensed milk and those that 
would be expected under conditions of perfect competition. In the 
case of the urban supply of fluid milk, however, there is evidence of 
an important element of monopolistic control that has been exercised 
to raise the farm price of the portion of the total milk supply that 
enters the urban fluid-milk market. The opportunity for monopolistic 
manipulation appears to come from two facts: (1) the collective bar- 
gaining methods that have been used by farmers in recent years; and 
(2) the inelastic demand for fluid milk relative to the demand for milk 
used in other ways. This existence of monopolistic elements appears 
to be well established by the analysis. 

In Table 7, page 171, data are presented to show the extent of the 
actual above the computed price in ten large urban markets. The 
differences range from $1.31 in Hartford to $0.36 in Minneapolis. Un- 
doubtedly part of the premium is a necessary payment for meeting 
the higher sanitary standards imposed on the fluid-milk supply, but 
probably that is less than the actual premium in Minneapolis in all 
cases. If this is true, the Hartford price is at least $1.00 per hundred 
pounds higher than it would be under conditions of perfect competition. 

The author makes no attempt to evaluate the social consequences 
of a public policy that permits this type of monopolistic control. He 
does point out, however, that such control would be less favorably 
received in any other field than agriculture. He also concludes that if 
dairy farmers are to continue discriminative marketing, they must 
take care lest they overexpand production and lose the gains now 


secured by collective bargaining. 
ROLAND S. VAILE 


University of Minnesota 
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The Objective Rate Plan: For Reducing the Price of Residential Elec- 
tricity. By Wrtt1AM F. KenNEpy. New York: Columbia Univer- 
sity Press, 1937. Pp. 83. $1.25. 

The alleged rate dilemma of the utility companies has been for some 
time that rates could not be reduced until consumption increased and 
costs were thereby lowered; but consumption would not be stimulated 
until rates were decreased. 

A possible solution of this dilemma is described in Mr. Kennedy’s 
short book, the first on Commonwealth and Southern’s newly devel- 
oped “objective rate plan.” This plan embodies a dual rate, an “im- 
mediate” basic rate, and a lower “objective” one toward which the 
company is presumably working. In order to obtain present service 
under the cheaper objective rate, a consumer has to increase his usage 
over that of a previous period, commonly the same month of the pre- 
ceding year, until his bill under the objective rate is as high as his for- 
mer consumption figured under the immediate rate. The “cross-over 
kilowatts” from one rate to the other may be free or at a reduced rate. 
The inducement is thus directly tied up with consumer usage and the 
company does not run the risk of reduced revenue which exists in the 
ordinary rate reduction. 

Mr. Kennedy recognizes the complicating and limiting factors in his 
study, covering as it does a short period in the atypical T.V.A. region. 
The Electric Farm and Home Authority has materially aided in mer- 
chandise sales and the plan was put into effect under pressure of the 
T.V.A., whose rates are still much below the objective schedule. After 
making allowances, he concludes that the plan has been effective in in- 
creasing consumption, that total revenues for residential service have 
been maintained or enlarged, that the plan is a useful transition device 
from low use and high rates to large use and low rates, and that it 
makes possible rate reductions which could not otherwise be granted. 

Within the limits of his data, Mr. Kennedy makes a creditable 
analysis. He points out, however, that “It is clear that the materials 
available are not adequate to determine the relative efficiency of out- 
right rate reductions and reductions offered by an objective rate plan,” 
and thinks that after a transition is made to the objective rate, “per- 
haps the more desirable rate form will be the traditional one of a single 
rate schedule for the entire class of customers.”’ I am inclined to agree 
with both these statements. 

Some, though not all, of the limitations and complicating factors in 
this study could be corrected by one of greater extent. A segregation 
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of the effects of the rate reduction and of the accompanying sales pro- 
gram, for example, would be difficult to make because successful pro- 
motion demands both and each reinforces the other. Since the objec- 
tive rate and other forms of “bargain” rates seem to be gaining favor 
among many utilities and commissions, much more data will soon be 
available. It is to be hoped that Mr. Kennedy will expand this interest- 
ing study. 
MARSHALL E. Drwock 
University of Chicago 


Staat, Stiinde und der gerechte Preis. By Rupotr Kavutta. Vienna: 

Julius Springer, 1936. Pp. iv+161. Rm. 9. 

The recent, world-wide trend toward public regulation of economic 
activity has once more focused the attention of economists upon the 
problem of value and price determination. In the opinion of a small, 
but of late increasingly vocal group of writers, a re-examination of 
the fundamentals of that problem in the light of ethical and moral 
considerations is needed. To the “mechanistic” views of the classicists, 
these writers claim, the homistic concept of a justum pretium, a just 
price, must be substituted. Dr. Kaulla’s monograph is a scholarly 
effort in that direction. After discussing the historical development 
of the concept of just price, its early beginnings in Roman law, its 
evolution in scholastie philosophy, its triumph during the era of the 
guilds, and its final abandonment by the advocates of laissez faire, 
Kaulla engages in a theoretical analysis of the processes of price forma- 
tion and of the ethical and moral elements which, in his view, must 
enter into them. The gist of his argument is simple. It is that, since 
the economic welfare of the mass of the population depends, in large 
measure, upon the course of prices, the social group as a whole and 
the various occupational classes especially affected by certain price 
categories, must take an active part in their determination. Price- 
making processes must not, as the classicists thought, be left to the 
forces of the market alone. They must, especially when concerned 
with human services, be guided, under the supervising and restraining 
influence of the state, by certain definite ethical and moral considera- 
tions. The most fundamental of these is the right to a living—the 
right not to have the livelihood of entire economic categories brutally 
destroyed by the unbridled play of the forces of demand and supply. 
Whenever such danger exists, the state and the organized occupational 





838 BOOK REVIEWS 


groups within the state whose interests are at stake must intervene 
and seek to forestall and correct the harmful activity of the markets 
through proper administrative action. 

Though the author’s plea for price control in the interest of greater 
social security and justice is ably made, its effect upon the reader is 
lessened by his failure to indicate in precise terms how the ideal of the 
just price for which he pleads might be realized in practice and to dis- 
cuss the remedies through which the many difficulties inherent in a 
broad system of price control such as he would advocate might be 


overcome. 
Writram G. WELK 


College of St. Thomas 


The Banana Empire: A Case Study of Economic Imperialism. By 
CHARLES Davip KEPNER, JR., and Jay HENRY SooTHILL. New 
York: Vanguard Press, 1935. Pp. xiii+392. $2.00. 

Social Aspects of the Banana Industry. By CHarLes Davip KEPNER, 
Jr. New York: Columbia University Press, 1936. Pp. 230. $3.00. 
Mr. Kepner is a Congregational minister whose interest in Latin 

American republics was stimulated by the Mexico City seminar of the 
Committee on Cultural Relations with Latin America and was directed 
into research channels in graduate study at Chicago and Columbia. 
Under the auspices of the American Fund for Public Service he studied 
the banana industry on the spot in Panama, Costa Rica, Honduras, 
and Guatemala. The Banana Empire is published as one of the series 
on “American Imperialism,” edited by Harry Elmer Barnes, which 
has included Rippy’s The Capitalists and Colombia, Marsh’s The Bank- 
ers in Bolivia, M. M. Knight’s The Americans in Santo Domingo, and 
other similar studies. It deals primarily with the rise of the United 
Fruit Company and the methods by which it has achieved its present 
monopolistic position. The collaborator on this volume, Mr. Soothill, 
was in the employ of the United Fruit Company from 1912 to 1928, 
and when he resigned in 1928 was superintendent of the exportation 
and marine departments in Costa Rica. In Social Aspects of the Banana 
Industry, a dissertation submitted at Columbia University, Mr. Kepner 
has devoted special attention to the effects of the great fruit company’s 
operations on private planters, to profits received by its stockholders, 
to wages, hours, and working conditions of its employees, and to ques- 
tions of social security, social and economic conflicts, and labor organiz- 
ation in the banana regions. 
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The United Fruit Company, with its “international farm” of 
3,482,000 acres (the size of Connecticut and Rhode Island, but 85 per 
cent unimproved), its 1,500 miles of railway, its Great White Fleet of 
100 ships, its 3,500 miles of telephone and telegraph lines and 24 radio 
stations, its hotels, hospitals, towns, commissaries, and wharves, is a 
private enterprise only in the sense of legal ownership. The Company’s 
activities bring about the economic development of whole provinces, 
and when its banana plantations are abandoned ten years later econom- : 
ic decay follows. Its strategic position as operator of public services, 
such as railroads, gives it an economic power which has been used on 
occasion in a discriminatory way to suppress competition and to force 
acceptance of the company’s own terms in contracts with planters. 
Its influence has been potent in the internal politics of several Latin- 
American countries, and its disputes over land claims with rival com- 
panies have now and again been interwoven with international bound- 
ary disputes—as in the contest between Honduras and Guatemala 
settled by arbitration in 1933. In these boundary controversies, “It is 
difficult to discern, however, whether the companies were more anxious 
to use the governments to attain their economic ends than the govern- 
ments were to use the companies to attain their political ends” (Ba- 
nana Empire, p. 121). 

The practices of the Company in its widespread contacts with Latin 
American peoples likewise have a potent influence on political attitudes 
toward the “Colossus of the North.” More consideration for the con- 
sequences of its economic decisions to laborers, to independent planters, 
and to dependent communities, more willingness to execute contracts 
in fairness without taking advantage of legal loopholes, and less of the 
sort of thing described in the chapter on “A Corporate Lawbreaker,” 
would, in Mr. Kepner’s opinion, smooth the path of inter-American 
friendship. It is noteworthy that in no important instance, so far as 
known, has the United Fruit Company needed the benefit of vigorous 
diplomatic pressure by the United States in its dealings with Latin 
American governments. 

Whatever mutual assistance is rendered by the United States and the 
United Fruit Company to each other in attaining their respective political 
and economic ends is of minor importance in comparison to the great fruit 
company’s ability to attain its own economic ends through its own economic 
and political strength [ibid., p. 341). 


Messrs. Kepner and Soothill, quoting with approval from Dana G. 
Munro, The Five Republics of Central America, think that “It is highly 
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desirable that the United States should exercise a measure of control 
over the operations not only of American bankers but of other Ameri- 
can corporations which do business in the Isthmus” (ébid., p. 359), 
but one may question whether this remedy would make things better 
or worse. The intimate connection of national governments with opera- 
tions of their businessmen abroad is more likely to make for political 
friction than to prevent it. There is a problem to be solved in the social 
control of international big business and international monopolies, but 
we may as well recognize that this problem cannot be effectively dealt 
with unless international governmental agencies can be made powerful 
enough for the purpose. 

These volumes are well done and will repay the attention of econo- 
mists interested in questions of social vs. private costs and gains or in 
monopolistic techniques and practical examples of monopolistic com- 
petition, as well as those interested in international affairs. 

EUGENE STALEY 
Fletcher School of Law and Diplomacy 


International Trade in Certain Raw Materials and Foodstuffs, by Coun- 
tries of Origin and Consumption, 1935. By Economic INTELLIGENCE 
SERVICE, LEAGUE oF Nations. Geneva: 1936. Distributed in the 


United States through Columbia University Press. Pp. 146. $1.00. 


At the recommendation of the Committee of Statistical Experts 
set up under the International Convention of 1928 relating to economic 
statistics, the League of Nations has undertaken to meet the frequent 
complaint that the imports of a given commodity as shown by the sta- 
tistics of an importing country often do not correspond with the records 
of the exporting country relating to the same transactions. Discrepan- 
cies between the trade statistics of various countries are due not only 
to different systems of recording the provenance and destination of 
goods but to a number of other factors which finally convinced the 
Committee of Statistical Experts that the accurate matching of im- 
port and export records is not feasible. Therefore, the efforts of the 
Economic Intelligence Service are now being concentrated on the im- 
provement of import records, in the hope that thereby a fairly accurate 
picture of the flow of international trade may ultimately be obtained. 
This volume, the first of its kind, represents the results of an attempt 
to get the co-operation of governments in developing more uniform 
methods of reporting the origin of imported goods. It is confined to 
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thirty-five commodities, mainly raw materials and foodstuffs. The sta- 
tistics are admittedly imperfect. The report includes an interesting 
analysis of the reasons why physical totals of a given commodity 
ascribed by the import data to a given country of origin sometimes 
depart considerably from the corresponding export totals reported by 
the latter country. This is useful pioneering work, and we can be con- 
fident that the many difficulties are being met with the known tech- 
nical excellence of the League’s Economic Intelligence Service. 


EUGENE STALEY 
Fletcher School of Law and Diplomacy 


Bank of England Operations, 1890-1914. By R. S. Sayers. London: 

P. S. King & Son, Ltd., 1936. Pp. xxiv+142. 6s. 

This book is based in the main on statements in the Economist and 
Statist and recounts the various methods used by the Bank of England 
to protect the pre-war gold standard. It is unfortunate that in the case 
of so “public” an institution as the Bank of England and for a period 
so anterior to the present, it should be necessary to write the story in 
terms of the “Bank probably” believed, or “it appears” to have done 
this and that. It is doubtful, however, whether an examination of the 
records of the Bank would have altered much the general outline. The 
practices of central banks during the period covered had become pretty 
well standardized and pretty generally known. 

The first two chapters deal respectively with the position of the 
Bank in the English money market in the nineties and the methods em- 
ployed by the Bank to make its rate effective. In the first Mr. Sayers 
emphasizes the weakness of the Bank because of the growing discount 
market and the methods it employed to strengthen its position. Some 
of these, such as discounting for bill brokers, while appearing to be new, 
are in fact earlier methods which were apparently discarded. Of the 
methods used to make bank rate effective, itis Mr. Sayers’ contention 
that the classical method of open market operations was used generally 
for another purpose, i.e., to bolster up the Bank’s earning assets. There 
is, however, but little difference in substance between this method and 
that of borrowing from the clearing banks or from the market. 

It used to be said for the pre-war gold standard that it was both 
automatic and successful. The two chapters dealing with the occasions 
when the Bank of England attempted to influence market rate directly 
and to carry out operations in the gold market without altering bank 
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rate, amply illustrate that the automatic principles implied in the Act 
of 1844 were not followed. They also show the great concern of the 
Bank to insulate home trade from the impact of foreign derangements 
and uncertainties. It no longer took seriously the view of Tooke or 
Ricardo, the former characterizing the doctrine that the Bank must 
attend to the accommodation of trade and the support of public credit 
as “obsolete” and the latter who said, “Their business was with the 
interest of the proprietors . . . . not with the interests of the public.” 

Aside from the critical remarks about the hesitant and faulty tech- 
nique of the Bank, especially with respect to seasonal fluctuations, this 
little book is not concerned with any critical evaluation of bank policy, 
not even of the doctrine that “It is the duty of every bank and most of 
all a central bank, to be rich.” The attempt of prudent men to antici- 
pate difficulties and the desire to insulate home trade from foreign dis- 
turbances form but a vague foundation for policy. Judgment on it 
could only be made in terms of some alternative. It may well be that, 
in view of the violent trade fluctuations under the pre-war gold stand- 
ard, to characterize it as “successful” is to concur in the judgment of 
the Committee of 1810 that “‘it is vain to think that any rules can be 
devised for the exact exercise of such a discretion” in the management 
of the circulation. 


London, England 


AARON DIRECTOR 


Die englisch-amerikanischen Geldmarktbeziehungen unter dem Gold- 
standard: Ein Beitrag zur Lehre von der Verflochtenheit zweier grosser 
Geldmirkte. By Hans Herpert Hou.retp. Stuttgart: C. E. 
Poeschel Verlag, 1936. Pp. vii+186. Rm. 12. 

The history of the relations between the London and the New York 
money markets in the years 1925-29, which is indeed still worth com- 
prehensive analysis, is in Hohlfeld’s book mixed with and even over- 
shadowed by an analysis of these money markets themselves. The 
greater part of the book is devoted to this analysis, and only in an 
appendix does the author describe the actual development of the 
pound/dollar ratio in relation to the interest rates in London and New 
York, after having discussed the influence of seasonal fluctuations in 
the national economies of England and the United States. 

The part devoted to London is intended to replace, for the German 
reader, Edgar Jaffé’s obsolete description in Das englische Bankwesen, 
published in 1910, and is longer and better than the discussion of New 
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York. Apparently based upon personal studies in London, it reports a 
great many interesting details of London money-market operations 
which, although not unknown, have not hitherto been collectively 
described in the literature. The part dealing with New York is based 
entirely upon the literature published before 1931, so that important 
books, like those of Beckhart, Hardy, and Harris, are not made use of. 
It contains scarcely anything not known before. 

The analysis itself is based upon a remarkable conception of inter- 
national capital migration developed by the author in an article on 
“Die Struktur der zwischenlindischen Kapitalbewegungen” in Welt- 
wirtschaftliches Archiv (Heft 2, 1933); it is unfortunate that a summary 
of this article has not been included in the present book. In the latter 
Hohlfeld’s main conclusion is that in explaining the fluctuations of 
foreign exchange between two countries we cannot succeed with a 
comparison of identical market rates (call money, bankers’ accept- 
ances), but have to compare the representative rates: the call rate in 
New York, the rate for acceptances in London. To support this thesis 
a great many graphs are inserted in the text, not sufficiently elaborated, 
however, to serve as proof. The forward-exchange rate is mentioned as 
an important indicator of the special type of capital movement pre- 
vailing at a certain moment, but no illustration is given and in describ- 
ing the course of events the author pays no attention to these rates. 

The admiration which Hohlfeld expresses for the wisdom and skill 
of English bank policy, and his critical attitude toward the policy of 
the Federal Reserve System in the years 1928-29, are on the whole 
justified. His criticism of the Federal Reserve System fails, however, to 
explain why the stock market boom continued in spite of extremely 
high call rates. The boom itself requires explanation before the central 
bank policy can be blamed for incapacity to stop it. Hohlfeld gives 
credit to the Bank of England for ending the New York stock market 
boom—an accomplishment which the Federal Reserve System was 
unable to achieve—by raising the London discount rate, but he does 
not sufficiently consider the turn in business activity which became 
manifest at this time and which was certainly of decisive importance. 

The book under review gives an impression of considerably greater 
knowledge and analytical capacity on the part of the author than are 
actually demonstrated in the text, because too wide a subject is at- 
tacked and the problem is not formulated sharply enough. 

Fritz LEHMANN 
New York City 
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Volkswirtschaftliche Theorie der offentlichen Investitionen. By Hans 
RICHTER-ALTSCHAFFER. Munich: Duncker & Humblot, 1936. Pp. 
iv+155. Rm. 5.80. 

This book deals with public investments as a means of smoothing 
economic development. To be exact, the author deals with this topic 
expressly only on the last eighteen pages, and the largest part of the 
book is devoted to a theoretical analysis of the dynamic structure of 
our economy. The author distinguishes a “‘static”’ sector of the econo- 
my, in which the demand arising from incomes derived from current 
production determines current production. In this sector the price sys- 
tem works fairly well as a steering device. In the “dynamic’”’ sector of 
saving and investment, however, no such automatism guarantees a 
balance. If, at any time, saving becomes larger than investment, then 
contraction with its self-accelerating forces starts, and no automatism 
exists that will reverse this process. A stimulus from without must 
occur. If there is no other outside stimulus, public investment is the 
only device that can drag the economy out of the depression. Thus the 
economics of public investment is developed in a theoretical frame- 
work that combines the fundamental ideas of Schumpeter with those 
of Keynes. 

On this analysis I have only a few critical remarks. Saving and in- 
vestment denote all processes that are not determined by domestic 
consumers’ current demand. These concepts, therefore, comprise such 
items as income taxation (undersaving) or incomes received from 
abroad (underinvestment)—a terminology which is certainly not very 
useful. 

The author focuses his whole attention on the factors which might 
disturb the equation of saving = investment, and he describes the 
task of economic policy as the equalization of saving and investment. 
He mentions only incidentally that this equalization can be effected 
on a lower or a higher level, with or without unemployment. (If the 
author had written the book after the publication of Keynes’s General 
Theory he would probably have included this aspect of the problem.) 

Finally, the author deals only with the dynamic function of public 
investment in the short run. From this point of view it becomes for 
him only a secondary question whether or not the investments in 
themselves are useful. This position is justifiable for the short run. 
Rearmament and road construction financed by borrowing may have 
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the same stimulating effect. From the long-run point of view, es- 
pecially considering also the fiscal implications, the productivity or 
nonproductivity of the expenditures is also of decisive importance. 
GERHARD CoLm 
New School for Social Research 


International Transactions of the United States: An Audit and Interpre- 
tation of Balance-of-Payments Estimates. By Ray Ovip Hatt. New 
York: National Industrial Conference Board, Inc., 1936. Pp.xv+ 
230. $3.00. 

This book purports to be (1) “a contribution to clearer and more 
general understanding” of the measurement and interpretation of 
changes in international payments and (2) “a stimulus to. . . . further 
development” in this field. It may prove to be the latter for the very 
reason that it is not the former. This is unfortunate, since a thorough, 
clear, dispassionate discussion would be of value to both social scien- 
tists and public administrators. 

There can be discerned in the book some matter relating to each of 
the following subjects: (1) concepts involved in a balance of interna- 
tional payments; (2) the methods of estimating; (3) theoretical inter- 
relations of the items; (4) interpretation; (5) a special method of estab- 
lishing presumptions of error; and (6) a revision of the official figures. 
With the exception of the last, however, the subjects are not arranged 
in any orderly fashion. They are interwoven into a wordy fabric more 
suggestive of bitter controversy than of scientific exposition. There is, 
indeed, a clear explanation of some of the basic concepts involved in a 
balance of international payments. Unfortunately, only an expert will 
readily distinguish this from the contentious material with which it is 
mixed. 

One of the principal questions argued concerns the so-called ‘60-40 
capital adjustment” used in the preparation of the official United States 
balance-of-international-payments estimates prior to 1931 when (as 
the book nowhere indicates) the author was in charge of that work. 
The “60-40” technique has since been abandoned. It consists in re- 
moving 60 per cent of large discrepancies by revising the estimates of 
security movements. The author says that it is based on “expert in- 
tuitive knowledge” and that other countries employ “much more arbi- 
trary” methods. He does not point out (although he must know) that 
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an expert committee, appointed by the American Economic Associa- 
tion to review charges brought against the Department of Commerce 
by the author in 1931, unanimously pronounced the technique “unde- 
sirable because it inevitably introduces a serious statistical bias.” In 
addition, the method seems to assume: (1) that balance-of-payment 
items tend to be constant from year to year, and (2) that the security 
movement estimates are less reliable than those of other widely fluctu- 
ating items. The latter assumption is emphatically reversed by the 
author in connection with his discussion of presumption of error. The 
former may well be “intuitive” with him, since he later cites it as a 
possible conclusion. In any case, it is least liable to be valid in years 
when violent fluctuations make estimating difficult and a technique for 
reducing the discrepancy most important. 

The principal question of theory argued is the relative sensitivity of 
each of the three widely fluctuating items (merchandise, gold, and capi- 
tal) to independent variations in the others. Hall examines it statisti- 
cally, without reference to the literature of the subject, by means of 
what he calls “the invention (sic) of comparisons of variants.’ His 
“invention” consists in the comparison of fluctuations in the items 
rather than of their absolute amounts. He finds that, between 1922 
and 1930, both gold movements and trade balances tended to follow 
(have opposite signs of fluctuation from) capital movements, and 
(in a long separate discussion) that gold movements and trade bal- 
ances tended to reinforce rather than “follow” one another. 

The mechanism of international adjustment is described, again 
without reference to the excellent literature of the subject, as the sta- 
tistical “law of detractions and promotions.” Detractions and promo- 
tions are the “passive’’ decreases or increases which occur in certain 
items as a consequence of “causal fluctuations” in others. Hall begs the 
question of how to judge which fluctuations are passive and which 


causal. 
RoBERT B. SCHWENGER 


Bureau of Agricultural Economics 
Washington, D.C. 


The Settlement of Canadian-American Disputes: A Critical Study of 
Methods and Results. By P. E. Corsett. New Haven: Yale 
University Press (for the Carnegie Endowment for International 
Peace), 1937. Pp. viii+134. $2.50. 

Indirectly this little volume deals with no less momentous a question 
than that of the factors which lead peoples to settle their differences 
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by pacific means instead of war. On this ground, plus the fact that 
it is most ably and agreeably written by the distinguished former dean 
of the McGill law faculty, the reviewer would commend it to the at- 
tention of all students of political science in these times. The very 
fact that the small book contains such a wealth of material in brief 
space, however, makes any but the briefest note impossible here; in 
a certain sense Dean Corbett has himself presented the substance of 
many volumes on Canadian-American relations in his own hundred- 
odd pages. 

After an introductory chapter the author proceeds to review the 
settlement of boundary, fisheries, waterways, and claims questions in 
some detail. He concludes with a study of the contributions made in 
these settlements to general international law and procedure, a critique 
of existing machinery for settlement of disputes between the two 
countries, and certain conclusions on broader political and social as- 
pects of the situation, including a plea for an “all-in” obligatory arbi- 
tration agreement with a permanent tribunal of general jurisdiction. 

The answer given by the author to the question mentioned at the 
beginning of this review seems slightly ambiguous; at one point (p. 111) 
it is a general “sympathy between the two peoples,” while at another 
(p. 128) it is their “respect for judicial methods and their common 
legal tradition.” To the reviewer it occurs that while these elements, 
particularly the second, may have been important, the decisive factor 
has been a belief that pacific settlement with a reasonable regard for 
equity always serves the national interest much better than war, a 
factor to which the author himself refers (p. 4). As he points out 
(p. 3), all the elements have been present which elsewhere have led 
repeatedly to war. If they have not led to war in North America above 
the Rio Grande, that is because of a superior degree of political intel- 
ligence. And if this is stressed it is not to gloat over any other peoples 
but to indicate that development of such intelligence and not any 
reshuffling of material elements will solve the problem of war and 
peace. On the other hand such intelligence cannot be relied upon to 
work invariably through what are shown (pp. 112-23) to be the present 
defective facilities; hence, the plea with which the volume closes. At 
the same time the reasoning seems somewhat distorted in the fashion 
of the lawyer when it is argued (pp. 127-28) that development of 
equity jurisdiction and legislation is needed to supplement judicial 
settlement if peace is always to be preserved. That aim is sought in 
orderly society by forbidding (and enforcing the prohibition of) recourse 
to force by the member of the community even where, as must forever 
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remain the case at certain points, no matter how far legislation and 
adjudication have developed, a situation arises where he actually has 
or feels he has no remedy through orderly processes. This, however, 
is a point of much more importance elsewhere than in Canadian- 


American relations. 
PitTmMAN B. Potter 


Graduate Institute of International Studies 
Geneva, Switzerland 


Government Finance. By JENS P. JENSEN. New York: Thomas Y. 

Crowell Co. 1937. Pp. xxxii+595. $3.50. 

This is no mere revision of Public Finance, issued by Professor 
Jensen in 1924, but a new book—larger, wider in scope, and reflecting 
more mature scholarship. In general it covers familiar ground; doubt- 
less the author would readily disclaim as an objective the making of 
any novel contribution to fiscal theory. It is designed to serve as a 
college textbook, and deserves to be appraised as such. It is significant 
that the title is not American Government Finance, or an equivalent; 
seemingly the author desires maximum freedom from geographic and 
temporal restraints. He seeks to deal with “universals,” to develop a 
treatment of the field that combines catholicity of viewpoint and a 
broad historic sweep. At times, this is done in admirable fashion; at 
others, the discussion leaves an impression of “thinness.”’ The fre- 
quent references to the institutions of ancient Egypt, the Athenian 
empire, medieval France, etc., will scarcely serve to clinch many points 
for the typical undergraduate. 

The average student would stand to gain, in the opinion of the 
reviewer, if Professor Jensen had devoted less space to historical paral- 
lelisms and more to the currently pressing American tax problems 
which he is eminently fitted to discuss authoritatively, such as tax- 
rate limitations, homestead exemptions, the economics of bank taxa- 
tion, and the integration of federal and state tax systems. 

Professor Jensen is an avowed and consistent adherent of the “‘liber- 
al,” or Wagnerian, school of thoughi with respect to the use of the 
taxing power as an instrument of social reform. “Not only does this 
particular nonfiscal use of taxation seem eminently proper, but there 
seems to be no alternative device of equal effectiveness” (p. 175). 
And, “It [public finance] is concerned with the fiscal aspects of social 
welfare, and primarily with the problem of how this welfare may be 
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maximized through public fiscal devices” (p. 23). He appears to re- 
gard “minimum aggregate sacrifice,” apart from its administrative 
difficulties, as the proper “first principle” of tax justice. The single 
tax on land values is rejected, although evidently with some reluctance, 
as being ineffective and unworkable. The economic analysis in connec- 
tion with questions of shifting and incidence is orthodox and generally 
sound. 

Considerable space is given to an explanation of the “equal marginal 
dollar” doctrine of tax distribution, although elsewhere the author 
seems to recognize that there can be no common denominator of dollar 
utilities as among two or more persons. He also holds that this same 
principle will dictate where the line should be drawn between public 
and private expenditure of national income. “These two sets of bene- 
fits, namely the benefit from the public projects on the one hand, and 
benefit that would have accrued as a result of spending the money 
privately on the other hand, should balance” (p. 29). Presumably he 
means, should balance at the margin; but what yardstick can be used 
to measure the utility to the bachelor of his marginal tax dollar and 
the “social utility” of the school services which it provides? 

A number of generalizations with reference to matters of policy are 
offered dogmatically, unbolstered by comprehensive argument or sub- 
stantiating evidence, as in the following extreme example: “Out of the 
vitriolic debates on the merits of prohibition or the Volstead Act, 
and out of the experience since the repeal, there emerges the clear 
conclusion that the people of the United States were more sober and 
more prosperous during and because of the Eighteenth Amendment” 
(p. 371). Occasionally there appear loosely phrased sentences, sug- 
gestive of hasty editing, for which the mature student can make allow- 
ance readily, but which may confuse the college Junior, such as, “The 
[city] streets are costly enough; but they are, as they have always been, 
the definite responsibility of each city, financed from the general fund 
of the city, by means of property taxation, with the aid, sometimes, 
of minor revenues dedicated to this purpose” (p. 417). (In an earlier 
chapter an adequate discussion of special assessments is presented.) 
At the beginning of perhaps four-fifths of the paragraphs there appears 
some type of caption or subheading; these are not always clearly 
indicative of the subject matter following, and their very profuseness 
detracts from their value as “handles” for the student. 

The list of up-to-date college textbooks in this field is not overlong; 
to it Professor Jensen has made a welcome addition, and one likely 
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to find a ready market. Although a little more attention to details 
might have made it even better and more polished, he has given us 


a good, useful, and scholarly volume. 
RICHARD W. NELSON 


Washington, D.C. 


The Railway Worker: A Study of the Employment and Unemployment 
Problems of the Canadian Railways. By G. MEREDITH ROUNTREE. 
(“McGill University Social Research Series,” No. 5.) New York: 
Oxford University Press, 1936. Pp. xx+364. $3.00. 

While this volume deals specifically with Canadian experience, the 
problems discussed are common to all railways on the continent. The 
author sets out to discover the incidence and causes of railway un- 
employment with a view to securing some reasoned basis for fore- 
casting future trends and suggesting feasible stabilization measures. 
The presence of excellent statistical source material and an intimate 
knowledge of the nature of the work performed by the different classes 
of railway employees have enabled him to produce an unusually illumi- 
nating and exhaustive analysis. 

Part I briefly reviews the development of the steam railway systems 
in Canada and describes the employment structure of the working 
force, the trade-union organization, and the methods and machinery 
for settling industrial disputes. The writer argues that wage rates of 
similar employees in the United States coupled with existing bargain- 
ing strength have been the most important determinants of wage 
settlements in Canada. He is critical of the working of the Industrial 
Disputes Investigation Act and advances the view with which many 
would disagree that “voluntary arbitration with binding decisions 
would prove more successful than compulsory arbitration with inde- 
cisive awards.” 

The incidence and extent of seasonal and cyclical fluctuations are 
carefully examined in the second section of the book. An attempt is 
also made to isolate the effect of technological changes and to fore- 
cast the probable influence of railway unification in curtailing em- 
ployment. For a decade and a half the trend of railway employment 
has been definitely downward and promises to continue so for some 
years because of the pressure of motor competition and the necessity 
of introducing further labor-saving devices in the face of existing high 
and inflexible wage rates. The cyclical reduction in employment be- 
tween 1928 and 1933 is set at 36.5 per cent or 62,000, of whom 23,000 
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are estimated to have disappeared from the pay rolls through death, 
retirement, and voluntary separation. As far as can be ascertained, 
not more than 4o per cent of the men laid off were able to obtain other 
jobs. The number of former railway workers in receipt of direct relief 
in the winter of 1935-36 is put at 20,000. Seasonal fluctuations are 
also acute in Canada and notably so in the maintenance of way and 
equipment branches of the service. 

Part III includes a chapter on wages and earnings. In the two 
decades, 1900-1920, railway wages more than trebled; in the twelve 
years following 1920 “on the average the income of employed railway 
workers was raised by one-third. Railway employees who have re- 
tained their jobs have not suffered greatly in the recent [depression] 
years. ... particularly when their earnings are considered in relation 
to the cost of living.” A chapter is also given to a discussion of geo- 
graphical and craft immobility and of the influence of trade-union and 
seniority regulations in impeding movement. Another is devoted to 
the Union Management Co-operative Plan of the Canadian National 
Railway. 

The concluding section critically evaluates a number of suggestions 
for seasonal stabilization such as regional dovetailing of work, de- 
casualization, and unemployment compensation. The last chapter out- 
lines a plan of stabilization from the long range point of view including, 
among other things, a definite plan of placement for permanently 
displaced workers and dismissal compensation for those who will be 
displaced in the future. The argument is effectively advanced that 
labor opposition to railway unification can be removed only if there 
is assurance of adequate provision being made for such workers as 
are thrown out of jobs following reorganization. The natural process 
of attrition will not take care of the situation. 

The book is carefully prepared and documented and constitutes an 
important contribution in the field of railway economics. 

W. B. Hurp 
McMaster University 


Problems in Labor Relations. By HERMAN FELDMAN. New York: 
Macmillan Co., 1937. Pp. xxxix+353. $2.75. 
The term “problems,” has been used so widely in connection with 
introductory textbooks in the field of labor that the significance of 
the above title may be overlooked. The subtitle, A Case Book Present- 
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ing Some Major Issues in the Relations of Labor, Capital, and Govern- 
ment indicates the nature of the volume more clearly. 

The author presents here some seventy problems, grouped under the 
following heads: I, ““Wages, Wage Methods, and Wage Administra- 
tion”; II, “Hours, Working Conditions, and Labor Regulations”; III, 
“Old Age, Insecurity, and Unemployment”; IV, “The Personal En- 
vironment”; and V, “Group Relations, Unions, and Labor Law.” 
Each problem is intended to cover a fairly wide field, as, for example, 
Problem No. 6—“Geographical Differences in Wages’”—and may in- 
clude as many as eight cases, although most of them have fewer. The 
cases, approximately three hundred in all, vary in length from a half- 
dozen lines to a full page and occasionally even longer, and are in- 
tended to present “typical, special, or puzzling aspects”’ of the problem. 
The volume is designed, in part, for advanced courses, but more par- 
ticularly for the introductory course in labor problems. While there 
are case books on special phases of labor, for example, labor law, the 
arbitration of wages, etc., this is the first attempt to extend the prob- 
lem method over practically the entire field of labor. 

Professor Feldman is an enthusiastic advocate of the problem 
method, and he believes it is particularly needed in the teaching of 
labor relations. He says: 

One of the troubles in this field is that too much is taught in terms of 
generalities of economic and social principles, irresponsibility [irresponsi- 
bly?] or sentimentally applied, and that too little is considered with reference 
to the ways in which human nature expresses itself in actual situations. 


The issue of the problem method versus the lecture method or dis- 
cussion method would seem to resolve itself into a question of the 
relative emphasis to be put on each, since any one of them is rarely 
used to the complete exclusion of the others. Professor Feldman is 
fully cognizant of this, and in the course of a somewhat lengthy foreword 
stresses the value of problems even for those who prefer to rely mainly 
on lectures. 

The quality of the problems presented here reflects the author’s 
high standing as a scholar and his wide experience in the field of labor. 
They are not hypothetical examples fabricated to illustrate principles, 
but concrete cases, with dates and names omitted, drawn from the 
field of industrial relations. 

The reviewer, while wholly favorably inclined to the problem meth- 
od, feels obliged to express some reservations. He is inclined to believe 
that the problem method is better adapted to, and can be used more 
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extensively in, the advanced courses in labor than in the introductory 
course; and this belief is strengthened by Professor Feldman’s choice 
of problems. However, this view in no way detracts from the fact that 
the author has rendered a distinct service to teachers and students of 
labor in making this selection of cases available. They are stimulating, 


realistic, and vital. 
H. D. Wor 


University of North Carolina 


Marx and the Trade Unions. By A. Lozovsxy. New York: Interna- 
tional Publishers, Inc., 1935. Pp. 188. $1.75. 

That the originator and exponent of the doctrine of surplus value 
and increasing misery should have been at the same time an ardent 
trade unionist, is an arresting fact. It alone suggests that any satisfac- 
tory discussion of Marx and the trade unions must be considerably 
more than a mere narrative of trade-union history. 

Mr. Lozovsky’s particular warrant for engaging in this undertaking 
seems to rest upon a threefold circumstance: namely, that at the time 
of writing he was bolshevism’s leading trade unionist; that he was ob- 
viously quite familiar not only with Marx’s published works but, much 
more important for this enterprise, his massive correspondence as well; 
and that he accorded to Marx a devotion that was complete and un- 
questioning. 

This last characteristic, however, in the reviewer’s estimation, im- 
pairs to a very considerable degree the quality of the author’s achieve- 
ment. Out of it arises an all too apparent determination that Marx’s 
judgment shall not appear fallible, nor his prestige be allowed to suffer. 
Thus the book is at once deprived of even the appearance of scientific 
inquiry or the application of unbiased judgment. Doubtless the same 
attitude contributes, also, to an apparent conviction that the master 
himself should be allowed to speak. As a result the book is so heavily 
weighted with quotations from Marx’s own writings that it is a relief, 
when, in the last three chapters, (out of the eleven) Mr. Lozovsky lays 
aside paste pot and scissors and proceeds by his own authority and 
under his own power. 

The Marxian attitude—that trade unionism is for labor the tangible 
evidence of the class struggle and the “training school” of the ultimate 
revolution—is affirmed, rather than analyzed, and with this once 
affirmed, the burden of the book becomes a defense of this point of view 
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against all comers. To this end the original feuds of the I.W.A. are 
disinterred and Marx’s various opponents once again gibbeted. This 
same treatment is accorded to significant dissensions, or “betrayals,” 
from that time to the present, whether the taint of the dissenter be that 
of Proudhonism, Fabianism, or Social Democracy. 

This is not meant to imply that the book is a completely sterile 
document. On the contrary, the author has searched out and organized 
material that is unfamiliar, and otherwise unavailable to most readers, 
and in so doing has performed a real service. Light is thrown on both a 
personality of great significance and the movement with whose early 
history he was so closely connected. It is, in summary, just such a 
book in temper, in point of view, and in content, as one might with 
reason expect a trade unionist, schooled at the feet of Lenin, and writ- 


ing from Moscow, to produce. 
W. A. McConaGHA 


Lawrence College 


Towards Industrial Peace in Australia: A Series of Essays in the 
History of the Commonwealth Court of Conciliation and Arbitration. 
By ORWELL DE R. FOENANDER. Melbourne: Melbourne University 


Press in Association with Oxford University Press, 1937. Pp. xxvii 

+292. 21/-. 

In contrast to George Anderson’s Fixation of Wages (1929), which 
covers compulsory arbitration at the hands of state as well as Com- 
monwealth courts, Towards Industrial Peace, save for incidental refer- 
ences, is limited to a history and an examination of the principles and 
policies of the federal tribunal. The author is a barrister and solicitor 
of the Supreme Court of Victoria and lecturer in history and economics 
at the University of Melbourne. His training and experience equipped 
him well for the task he undertook. 

Part I contains an excellent history of the Commonwealth Concila- 
tion and Arbitration Act of 1904 and its several revisions to 1934. 
Part II is devoted to discussions of wage fixation (chaps. v and vi), 
standard hours (chaps. vii and viii), preference to unionists (chap. 
ix), state instrumentalities (chap. x), the common rule (chap. xi), 
and the injunction as employed by the government in the exercise of 
control (chap. xii). The author’s conclusions, on the whole favorable 
to the system of regulation dealt with, are set forth in the final chapter 
(xiii). In the several chapters, adequate detail is subordinated to a 
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consideration of principles, an examination of contentions, and an ex- 
planation of policies. Perhaps the author has a slight bias in favor of 
regulation of the Australian type but his work has been well done. 
Indeed, Towards Industrial Peace is the best discussion, interpreta- 
tion, and criticism of compulsory arbitration in Australia. 

It may be added that while at certain points the author’s economics 
is questionable, the economic theorist as well as the labor economist 
will find much in the volume well worth his reading and consideration. 

H. A. Mitts 
University of Chicago 


The Negro Labor Unionist of New York: Problems and Conditions among 
Negroes in the Labor Unions in Manhattan with Special Reference to 
the N.R.A. and Post-N.R.A. Situations. By CuHartes LIONEL 
FRANKLIN. New York: Columbia University Press, 1936. Pp. 415. 
$3.75. 

This useful volume, as the title indicates, is an inquiry into the rela- 
tionship of negro workers to the labor unions of Manhattan. After a 
preliminary chapter describing occupational trends among negroes in 
New York City, there follows a chronological treatment of the major 
theme, divided into three periods: (1) up to 1914, (2) from 1914 to 
the beginning of the N.R.A. and (3) during the N.R.A. It is conclud- 
ed that, up to 1914, negro workers were largely outside the ranks of or- 
ganized labor. Two primary factors were responsible—white workers 
wanted to preserve their hold over skilled employment, and they op- 
posed any step suggesting social equality. During the war and post-war 
years, which brought industrial expansion and the migration north- 
ward of many negroes, Mr. Franklin finds that, though there was a 
negligible increase in the actual number of negro trade-union members, 
the ground was in various ways prepared for later developments. The 
greater part of the book is concerned with what took place under the 
N.R.A. The important conclusion reached here was that ‘‘on the whole, 
the gains accruing from the N.R.A. in the organization of Negro work- 
ers outweigh by far any losses.” 

The importance of Mr. Franklin’s book lies in the fact that he gives 
factual, scientific treatment to a localized aspect of a problem vital 
both to the negro and to organized labor as such. Other volumes bear- 
ing on the matter, such as Feldman’s Racial Factors in American In- 
dustry, Spero and Harris’ The Black Worker, and Wesley’s Negro Labor 
in the United States 1850-1925, are not recent enough to include the 
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operation of the N.R.A. and do not deal specifically with collective 
bargaining and the negro. The scope of the present study is local, there- 
fore limited, but Mr. Franklin’s material has been obtained at first 
hand and put together with care. Graphic treatment of some of the 
tabular material in chapter i would have been an aid to clarity, and 
careless proofreading has spoiled an otherwise careful job of bookmak- 
ing. 

Recent events in industrial unionization make it imperative that the 
study should be brought even farther down to date, particularly since 
the author indicates the possibility that “Negro workers, realizing the 
indifferent and reluctant attitude of A.F. of L. unions .. . . have turned 
toward the more friendly independent industrial unions.” An impor- 
tant omission is the failure to discuss the relation of technological 
change to the problem; the decrease in skilled employments must have 
borne on the matter of negroes and trade unions. This omission indi- 
cates, I think, a viewpoint somewhat more race-conscious than socially- 


conscious. 
LovIsE PEARSON MITCHELL 


Baltimore, Maryland 


Landlord and Peasant in China. By CHEN HAN-SENG. New York: In- 
ternational Publishers Co., Inc., 1936. Pp. xvii+144. $2.00. 
Landlord and Peasant in China is a study of the problems of owner- 

ship and tenancy in the southern province of Kwangtung. It is based 

primarily on field investigation and on some correspondence to areas 
not visited. The author has not defined the method of his investigation 
or its final scope and it is therefore difficult to weigh the importance 
of his sample, but presumably the data do not cover more than 1 per 
cent of the population of the province. This fact should be kept in 
mind. Though the problems presented are very real and the facts for 
the most part incontrovertible, the whole story has not been told and 
details are presented which the reader cannot properly relate to the 
whole. The author unfortunately has not been objective with his mate- 
rial. He seeks to place the blame and is confused by the magnitude 
of the problems that press upon Chinese agriculture. He does not pre- 
sent definite data on production yields for the land or on the actual 
amount of the grain rents. His classification of rich, middle, and poor 
peasants, therefore, is unconvincing, because the rich peasant, who is 
blamed for most of the ills of the poor peasant, is defined as cultivating 
4 or 5 acres of land, on the average, and only rarely more than 8 or 10 
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acres, a condition of land control which in another society would not 
be regarded as opulence. Similarly, the data presented are inadequate 
for a proper appraisal of the position of the landlord and of the actual 
income of the tenant. The emphasis is upon the oppression of the land- 
lord rather than upon the pressure of the population as the chief cause 
of the difficulties of the tenants. 

In spite of its statistical weakness, the book presents much that is 
important in the disintegration of the old economic order and in the 
changes in ownership and tenancy that have followed one upon the 
other. There is a vivid account of the usurious practices of landlords, 
merchants, and moneylenders; an interesting chapter on clan owner- 
ship of land; a discussion of the different kinds of tenancy, the legal 
right of permanent tenancy, the systems of money rent and grain rent, 
the relative size of the rent, and the value of the land. According to 
the author’s data, the prices of agricultural land are generally consider- 
ably higher than those prevailing in the United States, a situation in- 
duced both by the pressure of population and by the emphasis upon 
investment in land by the overseas emigrants. The chapter on taxes 
and tolls is inadequate, largely because it has been written to show how 
those taxes ultimately fall upon the poorest peasant and does not pre- 
sent the necessary facts for an analysis of the landlord’s position. The 
last chapter deals with the wages of agricultural labor and the preva- 
lence of female labor in the fields of Kwangtung. 

The author presents his study as “‘a slice of contemporary life which 
the student may examine for himself,” but unfortunately the data have 
not been presented in a form to make possible such a critical examina- 
tion. There is so much that is revealing in this book, so much of value 
and importance, that it is regrettable that the international research 
staff of the Institute of Pacific Relations, in their editing of the manu- 
script, did not insist upon a more complete and a more objective pres- 


entation of the material. 
Joun E. ORcHARD 


Columbia University 


Government Publications and Their Use. By LAURENCE F. SCHMECKE- 
BIER. Washington: Brookings Institution, 1936. Pp. xiii+446. 
$3.00. 

Librarians, writers, investigators, students, and all who may have 
occasion to use this volume should think of it as being entitled “Fed- 
eral Government Publications and Their Use.” It “is neither a catalog, 
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a bibliography, nor a checklist. It is a guide to the utilization of the 
[Federal] publications, with specific descriptions of catalogs and in- 
dexes and important sources of information.” As the author erplains, 
“the purpose of the volume is to describe the guides that have been 
provided, to indicate the limitations and uses of the indexes, to explain 
the systems of numbering and methods of titling, to call attention to 
some outstanding compilations or series of publications in several 
fields, and to indicate how the publications may be obtained.” The 
following list of chapters indicates the scope of the volume: “Catalogs 
and Indexes,” “Bibliographies,” “Classification,” “Availability of Pub- 
lications,”’ “Congressional Publications,” “Federal and State Constitu- 
tions,” “Federal Laws,” “State Laws” (as presented in federal sources), 
“Court Decisions,” “Administrative Regulations and Departmental 
Rulings,” “Presidential Papers,” “Foreign Affairs,” “Reports on Oper- 
ations,” “Organization and Personnel,” “Maps,” and “Technical and 
Other Department Publications.” 

The volume is of particular value to those who are working in the 
fields of administration and public law. The reviewer has found it to 
be accurate and highly informative on such points as are to be learned 
through actual handling of public documents. The volume should be a 
valuable addition to that shelf of research aids which every operative 
scholar assembles. It will supplement rather than replace other aids. 

The production of such bibliographical aids as this volume empha- 
sizes a significant development in governmental research. Those who 
established political science departments in American universities were 
largely trained in historical techniques. Later students in the discipline 
continued to include historical chapters in their dissertations, but they 
gradually became less versed in the techniques of documentation as 
political science departments drew away from departments of history. 
More recently political scientists have developed interest and skill in 
documentation again. But it is a new sort of documentation. It is 
knowledge of sources which can be fruitful of information on current 
operations of government. Moreover, it tends to be documentary skill 
which facilitates utilization of statistical techniques. A “companion” 
volume by the same author, The Statistical W ork of the National Govern- 
ment, best indicates the vitality of this development. 


HERMAN C. BEYLE 
Syracuse University 
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Uniform State Action: A Possible Substitute for Centralization. By 
W. Brooke Graves. (Ph. D. Dissertation, University of Penn- 
sylvania.) Chapel Hill: University of North Carolina Press, 1934. 
Pp. xii+368. 

This book on Uniform State Action: A Possible Substitute for Cen- 
tralisation has five parts. Part I is introductory. Part II discusses 
uniformity through legislative action. Part III is the most exten- 
sive and deals with uniformity through administrative co-opera- 
tion. Part IV is brief and considers uniformity through judicial 
co-operation. Part V is an attempt to predict the future of uniform 
state action and to suggest a program to hasten uniformity. 

Part II describes the National Conference of Commissioners on 
Uniform State Laws, the American Legislators’ Association, the 
American Law Institute, and other less important organizations that 
foster uniform legislation. Part III discusses the Governors’ confer- 
ences and co-operation in the administration of laws concerning agri- 
culture, banking, securities, commerce, conservation, education, public 
health, highways and motor vehicles, insurance, labor, professional 
practice, finance, and public welfare. Part IV has a chapter on the 
uniformity of judicial decisions and judicial co-operation. 

The book appears to have been printed in 1936 but the copyright 
and the Preface are dated 1934. The reviewer was impressed with the 
thought that the book is already out of date to some extent. Probably 
this is no fault of the author. Perhaps it only means that since January, 
1934, the date of the Preface, a great deal has occurred in this country 
that is of political importance. In any event there are a number of 
places in the book where the story seems to be incomplete. 

Except for Part V the content of the book is largely descriptive. 
As far as the reviewer knows this is the first attempt to relate in one 
book the various activities looking toward uniformity of state action. 
From this point of view the bock is of value even though, as stated, 
it seems to be becoming rapidly out of date. 

There is comparatively little of an analytical nature in the book 
except in Part V, where the author has attempted a brief evaluation 
of the various activities which he has described. He appears to be 
none too favorably impressed with what has been done. Some at- 
tempts to secure uniformity have been reasonably successful; others 
have been near failures. On the whole the picture seems to be, as the 
author apparently admits, that centralization of governmental activi- 
ties in the national government to a large extent has been inevitable 
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because the states do not know how to co-operate effectively. Perhaps 
it is impossible to expect very much through co-operation among the 
states. 

In Part V is set forth the growing protest against further centraliza- 
tion, and the author offers a program. The reviewer is not much im- 
pressed with this program. As for state action there do not seem to 
be valid grounds for believing that the movement called “centraliza- 
tion,” that has been a feature of our public life since the beginning of 
our government, is likely to become less active in the near future. It 
would be hazardous to deny that somewhere there will come a state 
of reasonable balance between national and state activity or else that 
the states will cease to be more than departments of the national 
government. A long time prophecy seems futile. If uniformity among 
the states can be secured for any particular problem to a satisfactory 
extent there should be no prejudice against such a solution, but it 
does not seem likely that we can adopt a program for uniformity and 
expect much to result from such an attempt. Perhaps it is better to 
watch events and attempt to handle in the best way possible each 
problem as it arises. 

It is doubtful whether the material from which the book has been 
constructed has sufficient significance to have merited the diligence 
of the author. That the book will be regarded as a great contribution 


to political science is hard to believe. 
KENNETH C. SEARS 


University of Chicago 


Jay Cooke: Private Banker. By HeNRtETTA M. Larson. Cambridge: 

Harvard University Press, 1936. Pp. xvii+512. $5.00. 

Jay Cooke was not only the outstanding investment banker of his 
day but he was a leader in the transformation of the earlier type of 
passive banker into a promoter and director of enterprise. Further- 
more he was the financial mainstay of the federal government during 
the Civil War and originated in this country the sale of bonds in small 
denominations by wide-scale advertising and high-pressure salesman- 
ship. In brief, he was the leading financial figure of his day in this coun- 
try and his career offers important material for both historians and 
economists. That this has been realized is evident by the fact that the 
leading historian of the post-war period, the late Ellis Paxson Ober- 
holtzer, in his Jay Cooke, Financier of the Civil War (2 vols., 1907), has 
already given us a full-length account of the great financier. Oberholtz- 





BOOK REVIEWS 861 


er is particularly full on Cooke’s character, personality, and private 
life, and on the public aspects of his work. Miss Larson, as a conse- 
quence, has given greater attention to his private business and to the 
significance of Jay Cooke in the history of American investment and 
banking. In this sense the two books complement rather than dupli- 
cate one another. 

The materials on Jay Cooke, including his papers in the library of 
the Historical Society of Pennsylvania and the Baker Library at Har- 
vard, are voluminous, the most notable item being Cooke’s own mem- 
oirs which he left in manuscript. Miss Larson appears to have had 
access to wider material than Oberholtzer and she has used it with in- 
telligence and discrimination. The book is not without its faults. There 
is an irritating amount of minor repetition and there are places where 
the story could be easily condensed. To the reviewer there seems a 
tendency to condone too readily the inexcusable practices of the finan- 
ciers of the period. The book, nevertheless, is essentially objective. It 
neither praises nor blames; rather it explains and interprets. The book 
is particularly valuable because it is not only a life of Jay Cooke but 
is also to a considerable extent a history of investment banking dur- 
ing the years 1853 to 1873. It should be added that the story is de- 
veloped with clarity and considerable spirit. The documentation is 
full, with the notes collected in sixty-one pages at the end of the book. 
This is a method which recently has had much vogue with publishers 
but is a constant irritation and waste of time to scholars and is without 
justification for scholarly books destined for circulation among special- 
ists rather than the general public. The volume is attractively printed 
and contains fourteen illustrations. 

Although Miss Larson attempts to develop the history of invest- 
ment banking during these years, the body of the book is largely de- 
voted to Jay Cooke’s part in the history of Civil War financing and his 
promotion of transportation development in the Northwest. They are 
concerned with the two great epics of the period: the saving of the 
union and the development of rail transportation in the trans-Missis- 
sippi. In his operations Jay Cooke revealed himself as the typical 
American financier of the more spectacular and abler type—aggressive, 
imaginativ., willing to take risks, and able to do a big job quickly. 
These characteristics brought success, wealth, and fame in the selling 
of federal war bonds. The same characteristics in combination with 
the dubious alliance of banking and railroad promotion brought failure 
in his promotion of the Northern Pacific and precipitated the panic of 
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1873 and a long depression. The volume not only has historical value 
but contains many lessons for those modern business men who can 
profit from the experience of others. 
Harowp U. FAULKNER 
Smith College 


The Town Proprietors in Vermont: The New England Town Proprietor- 
ship in Decline. By FLORENCE May Wooparp. (“Studies in His- 
tory, Economics and Public Law, Columbia University,” No. 418.) 
New York: Columbia University Press, 1936. Pp. 165. $2.50. 
This brief monograph is primarily significant as throwing some light 

on the speculative character of New England town proprietorship 

grants as they appeared in Vermont in the last half of the eighteenth 
century. The chief contribution made is based upon a study of the 
proprietary records of two Vermont townships: those of Windsor, 
where the grant was made by New Hampshire in 1761, and those of 

Hyde Park, where the grant was made by Vermont in 1780 after that 

state had declared its independence and was seeking to raise funds to 

meet expenses. Unfortunately, practically no effort was made to com- 
pare the records of these two proprietorships with those of such other 

Vermont proprietorships as are available even though it is probable 

that this would not have necessitated any appreciable modification of 

the conclusions drawn as to the essentially speculative character of the 
town proprietorship grants at this period. This is indicated in various 
ways. Thus, of the fifty-nine original proprietors of Windsor only three 
actually settled there, while in the case of Hyde Park the ratio was 
only two out of sixty-five. In both towns there were heavy sales of land 
because of delinquencies in meeting the taxes levied to pay the com- 
mon proprietary expenses and there was a tendency for the two or 
three individuals most active in the proprietorship affairs to increase 
their land holdings considerably. In both towns, too, the process of 
dividing up the land among the shareholders was hastened; in Windsor 

it was completed by 1771, while in Hyde Park most of the land was di- 

vided up by 1788, though the final distribution did not occur until 

1812. Thus, the common lands, so characteristic a feature of the seven- 

teenth-century township in New England, were scarcely developed 

here, and the proprietors as a group were far less active in promoting 
the settlement and development of the town than were their seven- 
teenth-century predecessors. 
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The primary reason for the development of this speculative char- 
acter in the township grants is attributed by the author to the rapid 
accumulation of wealth at this period and the lack of other opportu- 
nities for the investment of this wealth, though other things, such as the 
fiscal needs of the colonies, were minor factors in the situation. Since 
the trend toward speculation commenced early in the century, and the 
rapid growth of wealth during the century, particularly marked in the 
second and third quarters, was made possible in part by the increasing- 
ly favorable opportunities for investing capital, it seems more likely 
that the rise of speculation in land was due less to the decrease or lack 
of other opportunities for investment as compared with the earlier 
period than to its offering greater opportunities for profit than before, 
this latter being the result of the geometrical rate of increase in the 
population as compared with the more limited rate of growth in the 
supply of economically desirable new land open to settlement. 

CHESTER W. WRIGHT 
University of Chicago 


A History of the Art of War in the Sixteenth Century. By Str CHARLES 
Oman. New York: E. P. Dutton & Co., Inc., 1937. Pp. xv+784. 
$6.00. 

The economist interested in the genesis of the modern economic 
world will hardly need more than an announcement of the existence of 
this book to know both that he should, or even “must,” read it, and 
that he will find the reading anything but a task. A sequel to the au- 
thor’s fascinating Art of War in the Middle Ages, it is of much greater 
direct importance for economists because of the well-known vital role 
played by the public finance of the new states in the renaissance period, 
and this of course was largely war finance. A fundamental factor in the 
whole transformation was the changes in the “art of war,” in both 
military and political organization and in technology. Thus the book 
forms a valuable companion volume to such studies as Ehrenberg’s 
Zeitalter der Fugger, the (unfortunately incomplete) English version of 
which was published a few years ago (see review in this Journal for 
June, 1930), which was written on the text, pecuniam nervus belli. 

F. H. K. 
University of Chicago 
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